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The second Annual Meeting of the American Association of University Teachers 
of Insurance was called to order at the Morrison Hotel, Chicago, Illinois, Thurs-~ 
day, December 27th, 1934, at 10:25 o'clock, Dr.S.S.Huebner, University of 


Pennsylvania, presiding. 


CHAIRMAN HUEBNER; Gentlemen, the time has arrived to call to order the 
second Annyal Convention of the American Association of University Teachers of 
Insurance. It just occurred to me that since there are a number here who aren't 
active in the teaching world, it might be well to say a few words relative to the 
nature of our program. 


You will notice that this morning's session deals with instruction in insur- 
ance. We now have in excess of 100 universities and colleges giving some instruc- 
tion in insurance to the extent of at least one course; and we have over 30 
institutions of higher learning giving instruction in the three main branches of 
insurance with a separate course. We have a membership of 62 in the Association. 
There has, therefore, in the course of the past 20 years developed quite an exper- 
ience in the field of teaching insurance. 


Hence, certain members of the Association felt last year that the time had 
arrived to set aside definitely a portion of our program to discuss curricula and 
teaching methods. And it is because of that demand that we have this morning's 
session. The likelihood is that in future years we shall each year have a part 
of our program devoted to this subject. 


_ We have two speakers this morning and, following the delivery of the papers, 
a discussion from the floor. We want all of you to feel entirely free and hope. 
you will be active in that discussion. 


The first paper will be presented by Prof.Ralph H. Blanchard of Columbia 
University on "University Instruction in Insurance - Curricula and Teaching 
Methods." Prof.Blanchard,. 


PROF.BLANCHARD: Gentlemen, last night Dre Huebner referred to my paper as 
the abstract of my paper. It wasn't quite long enough to suit him. I feel it 
will not occupy the full allotted time of 45 minutes, but I hope that time will 
be filled out by active discussion. The purpose of the paper is to awaken dis- 
cussione 


I have in mind dealing with two main points. The proper content and the 
proper arrangement of that content according to my ideas. I shall make my state- 
ments rather categorically perhaps because it is much clearer to do that. That 
doesn't imply, however, that my mind is made up for all time or that the state- 
ments I shall make are perfectly correct and the more discussion we get the 
better I shall personally like it. 


University Instruction in Insurance 
Curricula and Teaching Methods — 


Ralvh H, Blanchard 


In planning a curriculum of instruction in insurance it is first requisite 
to determine the end toward which one is working, In an institution of university . 
grade, one might aim to train students for positions in the insurance business or 
as buyers of insurance, There is a considerable feeling, particularly on the part 
of students, that courses dealing with business subjects should be "practical", 
A course is often deemed practical when it conveys a large amount of factual 
material or when it instructs in the methods of carrying on the business, I have 
had contact with students whose ideal of practical education might be represented 
by training in the use of a life insurance rate beok, To my mind, instruction of 
this sort is not only inconsistent with the purposes of university education, but 
is relatively inefficient since it can be given to much better advantage in the 
home office or in the field by insurance men, I believe that insurance courses in_ 
universities should not be designed to train students for any particular insurance 
Job. 

. Students who come to our courses may be divided into two broad classes ~~ 
those who are particularly interested in insurance and who are willing te devote a 
considerable proportion of their time to its study, and those who are taking insur- 
ance as a minor part of their general education, There are likewise two broad as~ 

pects of the subject with which courses should be concerned: first, the conduct 
of insurance activities by insurers, whether through private business organizations 
er threugh governmental organizations; and second, the use of insurance by the 
insured, Whether we are dealing with one or the other group of students or with 
one er the ether peint of view in insurance, our aim should always be to enable 
those under our instruction to think more accurately and more rapidly in terms of 


insurance, 
This statement might seem to imply that courses should be devoted only to 


the inculcation of principles, Possibly that would be true if we could assume that 
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students come to us with an adequate factual background, As a matter of fact, 
students probably approach their insurance courses with an almost complete lack of 
of vrattices and teciuicel teras, Before we can discuss insurance with 
our classes, we must impart a sufficient factual background and a sufficient under- 
standing of insurance terms to serve as a basis for intelligent discussion, I 
sometimes think that, with the limited amount of time available, we shall do well 
if we suceeed only in teaching the language of insurance. 

_In addition to the apparent cleavage of interest between those who look 
forward to entering the insurance field and those whose contact with insurance will 
be in the role of users, one finds reflected in the academic field the division of 
insurance itself into almost water-tight compartments, In spite of the essential 
unity of the underlying facts and principles of insurance, the life, fire, marine, 
and casualty branches of the business seem to be almost as widely separated in 
point of view and practices as would be the case if they had no common denominator; 
and in the insurance business one finds comparatively little interest on the part 
ef persons in one branch in the problems and methods of other branches, , 

This division has pursued the subject of insurance into schools of business 
and inte the literary activities of writers on insurance, I have found no attitude 
more common than that embodied in the notion of the specialist in a particular 
branch of insurance. that time spent on studying other branches will be utterly 
wasted. Such an attitude is, of course, to be expected everywhere in the narrew 
specialist who has a particular job t» do, and whose interest seldom transcends the 
berders of that jeb, but one looks for more in the point of view of those whose 
responsibilities are broader, 

It seems to me that the somewhat slavish recognition of the traditional 
divisions ef insurance in school~of—business courses and in the development of | 
mach of insurance literature is to be deplered, The guiding principle of insurance 
educatien ought to be a recegnition of the fundamental unity ef the purposes, pro-— 
blems, and theory of insurance, Accordingly, I believe that our curricula should 
stress this unity and should treat the-diverse forms and methods ebserved in 


practice as illustrative material to be understeod and critically examined in the 
light of basic problems and principles. 

Following out this idea, I suggest that insurance courses should be pre- 
sented as discussions of insurance problems —- organization of carriers, contracts, 
rates, reserves, state regulation, and so on -- all in the light of the fundamantal 
purpose of efficient elimination of risk, 

Naturally, discussions of this sort cannot be had without a preliminary 
presentation of facts, which are the raw material of the discussion, but these facts 
should always be kept in their place as raw material and should never be mistaken 
for finished products, In the presentation of the factual material which mst make 
up a large part of insurance courses, full advantage should be taken of the opportu~ 
nity to use forms, reports, and mechanical devices which are currently employed in 
the practical conduct of insurance, as well as of inspection trips to home offices, 
to important insured properties, to fire-prevention laboratories, and such, It 
must be remembered that students are human and that a vivid presentation ef actuality 
may give a needed impetus to thinking, | 

I suggest that there should be no distinction of basic plan between the 
courses which will presumably be taken by any of the various groups of students, 
Insurance users need a proper comprehension of the problems of insurers, it they are 
to think accurately in insurance terms and with an appreciation of insurance pro- 
blems, in the same way as does the insurance specialist; and in so far as they may 
be led by university instruction, there seems to me to be no good reason for vary- 
ing the subject matter of courses to suit the one or the other, Public officials, 
whatever aspect of insurance administration is to concern them, need the same 
fundamental education, 

It is probably true that students who are willing to devote a relatively 
small amount of time to the study of insurance are most likely to be those in the 
user class, while those who will devote a considerable amount ef time will be in 


the specialist class, I suggest that the variation in curricula for the two 


groups shopld be feund, at least principally, in the extent of the treatment to 


. 
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be devoted to the various subordinate subjects and not in the choice of subjects 
nor in their arrangement. 

At present, courses in insurance are, as has been igesevit, to too great 
an extent based on the sub-divided interests of insurance practitioners, A general 
course such as is usually taken by those devoting only a brief period to the study 
of insurance is made up of a series of brief courses on the subjects of, say, life, 
fire, marine, and casualty insurance, Those who desire to specialize in insurance 
are presented with a series of individual courses, each concerned with one or more 
of these subdivisions, Even the planning of the individual courses or of the indi- 
vidual parts of a general course is conditioned by the practical situation in the 
respective fields. What is needed is an analysis and taking apart of insurance 
practices and a re-assembling of the material along logical lines, Let me say, 
parenthetically, that my own courses are in considerable measure subject to the 
criticism which I am waking, 

To be concrete, I should recommend that a general course in insurance be 
outlined somewhat as follows: 

I, The insurance mechanism, 

II, Economic theory of insurance, 
III, Contracts (including ed justmenty) , 
IV, Carriers (including self-insurance). 
V. Theory of probability. 
VI. Premium rates. 
VII. Reserves, 
VIII, Underwriting. 
IX, Financial statements. 
Prevention, 
XI. Organization of carriers. 
A. Internal. 
B, Inter—carrier. 
XII, State regulation, 
XIII. Buying insurance, 
XIV. Social insurance,* 

I would emphasize the fact that this outline is based on insurance subjects 
and not on kinds of insurance, Under each subject the student should be introduced 
to the terms and facts necessary for understanding what it is all about, should be 
made to see the purpose of activity under the particular heading, and should be 
made to understand the criteria applicable to such activity. For exemple, suppose 


that one is taking up the subject of rates, First of all, the class might be told 
*Including all ferms of state activity beyond the regulation of practicos and the 


how rates are quoted and what in practice influences the rates charged by insurers. 
The purpose of rates as @ measure of probable loss and expense could then be out~— 
lined and the criteria of proper rates explained, With this background, one should 
be in a pesition to outline an ideal rate-making system, critically to examine 
existing rating methods, and to discuss the practical possibilities of progress 
toward the ideal, The state in which to leave the student would be that in which 
he would be able to do critical thinking on insurance rating problems, Were I ina 
position to call the tune for the arrangement of all insurance courses in a school 
of business, I should offer one general course of the conventional two-point value 
per semester fer one Yeak for those less interested in insurance, based on the 
above outline, I should effer a series of courses based on the same outline for 
those more interestéd, valued at perhaps three points per semester, for two years. 
This series of courses would be divided into groups of insurance subjects and not 
in accordance with the conventional divisions of insurance, as is now done in most 


cases. For students caring t¢ go beyond this group of courses, there should be 
available one or more seminar courses, I realize that in making these suggestions 


T am not censidering any of the practical problems of the students’ actual attitude. 
teward insurance subjects, which reflects in large measure the generally accepted 
divisions, It is probable that in most schools under present conditions it would 
be impossible te adopt this ideal program with much chance of success in terms of 
attendance, I should, therefore, prepose as a practical compromise that there be 
qffered in every fully develeped school of business one general course based on the 
qutline I have indicated. Independent ef this general course, for students special- 
izing in insurance, there should be offered @ series of courses divided according 
te the various recegnized branches of insurance, but students taking the specialized 
courses should be required to take as a prerequisite a ene-semester three-point 
general course which weuld be especially designed for them and which would develop 
an understanding ef the unifying principles and problems of the entire insurance 
field, 

Having stated my program, I may well be asked to justify it. Why shovld 


the insurance company executive, the agent or broker, and the insurance buyer all 
be schooled in the intricacies of problems of making rates, the theories of insur- 
ance contract law, and the bases of state regulation? Why not plece in the hands 
of each of these groups the tools they will need to work with, why not give them a 
"practical" education? And why bother an incipient fire insurance specialist with 
a consideration of sub-standard mortality tables used in the Dutch East Indies? 

First of all, let me say that my program is based on the premise that 
university business education is primarily for the potential executive, the man who, 
whether buyer, middleman, or company man, will be called upon eventually to make 
decisions in matters of judgment and policy, rather than to perform routine tasks, 
however important those tasks may be. True, many, perhaps the majority, of univer- 
sity students will not rise to the executive level, for selection for university 
attendance is not entirely efficient, But taking the students as they come to us, 
we mst offer what we can best give them, in the hope that the percentage of those 
attaining posts where greatest use can be made of such training will be reasonably 
high, Even if they never go beyond the more pedestrian tasks, this training should 
be far from useless, 

I do not neglect the necessity of thorough training in the operations of 
the various phases of the insurance mechanism, But the university is no place for 
that branch of education; a detailed understanding of processes and ef reutine pro~ 
blems is best attained by practical work, This is doubly true for the man who is 
destined always to remain a detail worker. 

What is it that the coming executive can get from my program that he is 
not likely (I will not say cannot) get elsewhere, in the steps through which he 
will pass from less to more important positions? It seems to me that it is, first, 
a method of approach to a problem that comes frem viewing it as something to be 
solved rather than merely learning what already has been done about it; second, 

& sense ef the whole field and of the relationship ef the units to it; third, a 
cenception of the ideal solutions of insurance problems toward which one should 


strive in full censciousness ef practical limitations; and fourth, an ability to 
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bring to bear on the development of his own particular field the thinking and accom 
plishment in other branches of the business, 

The greatest possible aid to practical success is sound theery, Most cri- 
ticism of theory as such is not well taken, for every move we make is based on 
theory —- the real test is whether the theory is good or bad, If “it won't work in 


practice" it is not "all right in theory", for a theory is merely a statement of 


what has worked, does work,or wil] work. 
If a university sends out students with a sound and broad theoretical 


knowledge ef insurance, it is rendering its greatest service to the students, the 
insurance world, and, what is more important, to society. It is the purpose of 


the program eutlined to develop such a knowledge, 
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UNIVERSITY INSTRUCTION FOR INSURANCE LEADERSHIP 


by 
David McCahay 


The type and extent of university or college training essen- 
tial to the person who wishes to prepare for a successful career in the field 
of insurance is necessarily conditioned, as is any estimate regarding the 
number of university trained men needed in this important economic activity 
by first, the concept one has as to the social responsibility of the insur- 
anee institution, or, to express it otherwise, the nature and quality of the 
service it owes to the insuring public, and second, the particular functions 
which the individual embarking upon an insurance career will be called upon 
to perform. 


Factors Influencing Social Responsibility Concept 


No particular advantage would be gained by enumerating all 
the various economic and social benefits derived from insurance, and by sum- 
marizing the statistics on its size and achievements. These are well known 
to all of youe But it does seem important to recognize certain significant 
trends which pertain to insurance. 


Insurance Income Relatively Greater - One of these is the greatly increased 
percentage of our national income which has moved into insurance channels 
during recent years. This is perticularly evident in life insurance where 
the premium volume has substantially held its own throughout the depression 
years in spite of a drastic shrinkage in national income generally. A table 
showing this, which was recently published by the Life Insurance Sales Re- 
search Bureau, follows: 


"Premium 
Incomé as 
National , Premium Per Cent of 
Ineome Per Cent Income Per Cent National 
Year for year of 1929 for year of 1929 Income 
1929 $83, 000, 000, 000 100 $3, 558, 000, 000 100 4.0% 
1930 70,500, 000, 000 84.9 3,524, 000, 000 195.2 5.0 
1931 54, 700, 000, 000 64.9 3, 661, 000, 000 109.3 6.7 
1932 38, 300, 000, 000 46.1 3,504,000, 000 104.6 9.1 
1933 39, 800, 000, 000 48.0 $3, 222, 000, 000 99.2 8.3 


The Bureau indicates that too much reliance should not be 
placed upon the exact ratios shown in the table as “The factors are so cem- 
plex (in connection with beth national imoeme and premium tetals) thet it is 


difficult to relate cause and effect, but in any event the picture is clear 
enough to be satisfactory. We know that the publiv turned increasingly to 
life insurance when other investment channels dried up; that they made 
sacrifices by using a larger than usual proportion of their income, and by 
using accumulated reserves, to preserve their protection and investment 
whenever possible to do so." 


Fire, marine, casualty, surety and miscellaneous forms 9f 
insurance do net contain the investment feature of life insurance, so are 
not subject in every respect to the same influences. Moreover, as the need 
for these coverages is definitely related in certain of them to oither 
property values or to the extent of business activity, it is natural that 
premium volume for such forms should vary with those two factors. Neverthe- 
less this volume did not shrink in the same proportion as the national in- 
come, thereby giving even these companies a larger relative share of the 
latter than in pre-depression yearse I do not imply that the proportion of 
national income used for insurance will eontinue to incroase, or even remain 
‘at its sent figure,, when business improves and national income is en- 
larged (although there is reason to believe that life insurance will be much 
more extensively used for investment purposes and accordingly absorb a 
larger proportion of our earnings) but the situation mentioned has undoubt- 
edly focused more attention upon the important role which insurance plays in 
our economic and social regime. 


Growth in Public Confidence =~ A second of these outstanding trends is sug- 
gested by the figures of the first, namely, that public cenfidence in the 
insurance institution has been strengthened throughout the cepression years. 
This is intangible, and less susceptible of concrete measurement, especially 
for the property lines, since the compulsion of state laws or the semi- 
compulsion of creditor interests, as well as other factors, undoubtedly con- 
tributed to the maintenance of volumee Nevertheless, the solvency record of 
insurance companies, except for a few bad spots, due primarily to manipule- 
tion of assets, dishonesty and poor judgment, has beon in the main very 
satisfactory and conducive to confidence. 


Increasing Insurance Complexity = The increasing complexity ef the insurance _ 
business vonstitutes a third trend. It may be attributable to new uses, as in 
in life insurance, which is thought of today in terms of scientific estate 
administration, guaranteed incomes for wives, educational plans for children, 
investment programs, inheritance and estate taxation, insurance trusts, busi- 
ness credit, partnership and close corporation liquidation, key-man indomnity 
and other fundamental economic and social ends rather than mere funeral bene- 
fitse On the other hand, this complexity, as is especially the case in prop- 
erty and casualty insurance, may be due to newer forms sf coverage, greater 
veriety of modification through endorsements, intricate rating problems, or 
assumption wf the special risks incident to technological advancement. 


General Attitude Toward Business - A fourth trend, and one of bread import 
to all business life, is the Changing attitude of the public respecting the 
moral as well as the legal ebligations of business to seciety. We have boen 
passing threugh a peried ef evaluation as well as devaluation. The "laisser 
faire" and “caveat emptor” doctrines are in disrepute. New standards of 

human aud preperty rights are evelving. It is true that many ef the ideal- 
istic proposals for economic and social change which are advecated in the 


excitement ef a reform period would not work because they are too far in ad- 
vance of the public censcience, and also true that we shall doubtless exper- 
ionce a reversion of thought after the spree of making over the world. But 
irrespective of whether we are in the tirough or on the crest of the wave at 
any perticular time, the current is rurming strong and is carrying us to a 
higher standard of service and responsibility in the relations of our econ- 
nomic enterprises to the people from whom they derive their support. 


a sehen Within Business = Concurrent with the fourth trend 

a oubtless s ated to a great extent by it, is the growing tendency 
en the part of those who are far-visioned and more progressive to work 
actively for raising the standards and bettering the conditions of the field 
in which their own livelihood is being earned. It is easier now than it has 
been for many years to break out ef old ruts and to depart from the deaden- 
ing influence of those who are always satisfied with, and advocates of, the 
status quo. 


Existent High Standards in Insurance 


The insurance institution as a whole has been far in advance 
ef most businesses in its ethical practices and in its concept of what it 
ewes the public. It had begun long before the depression to move in the 
direction of the present ourrent of thought. In no form of coverage has the 
trend towards a higher plane of social responsibility been more marked than 
in life insurance. This is manifest in the attitude of the courts, in the 
statutes enacted by legislatures for control of vompanies and the*r repre- 
sentatives, in the liberalization of contracts, and in the point <f view 
which many executives and field men hold with respect to their duty. But 
in spite of all the progress which has been made thus far, I dun't believe 
that the tendencies to which I have referred will even be without effect 
upen this branch of insrrance - since it is so vital to family 
solidarity and social welfare. The next stop, it seems to me, will be to 
project the principle of trusteeship, which now underlies the administra- 
tien ef legal reserves, into other relations with the insuring public. 


Fur-tlor Extension of Trusteeship Principle - Today we recognize that life in- 
surance funds should be safeguarded in their dollar value, and translate 
this public attitude into rigid statutory restrictions and state super- 
vision of investments. When payable to certain classes of beneficiaries, 
life insurance funds are further protected by statutes exempting them from 
claims « creditors as well as from various taxes levied upon other types 
ef property. Tomorrow we will go further and expect that with every policy 
which is s2ld will be rendered the service which will guarantee that the 
needs of the insured and his dependents are best met. Parenthetically, we 
may also assume that tomorrow, after we learn from bitter experience how 
devaluation, a rapidly mounting burden of governmental debt, and federal 
currency tinkering affect the purchasing power of life insurance dollars, 
we shall also insist that our federal government recognize its moral re- 
sponsibility to life insurance beneficiaries in the maintenance of a sound 
monetary policy. 


Acceptance of the premise that the principle of trusteeship 
in life insurance will be extended to other functions which the institution 
performs does not appear at all remote or illogical to the speaker.” As 


previously intimated, many exesutives and field representatives already oper- 
ete on that basis. Recognizing the high pedestal upon which life insurance 
has been placed among financial institutions, they see that it ean hardly be 
jmmaterial if a large volume of life insurance is sold improperly at exeess- 
ive expense and with a resultant high lapse ratio merely because that whieh 
dees happen to mature is paid in full. Ner do they consider it immaterial 
if part of these self-same preceeds are wasted or fail to accomplish the pur- 
pose fer which they were designed, because the agent who sold the insurance 
had advised that it be paid in a lump sum for lack of initiative or the 
ability to prepare a suitable plan of installment or life income settlement. 
Neither would they construc it as immaterial to either the institution or 
the publie if a wider distribution of life insurance is blocked by high 
pressure, sharp or unethieal selling practices which antagonize prospeets, 
create sales resistance and retard the advance of careful, eompetent and 
conscientious underwriting. All of which is to say that when life insurance 
is being sold for the purpose of assuring maintenance of a given standard of 
living for a family, ability to meet its dollar obligations in full, while 
of fundamental importance, is not the only consideration, 


This does not mean that all life insurance must be written 
by professionally trained men, or Chartered Life Underwriters, if you like. 
But it does presume that each person engaged in life underwriting should be 
adequately trained for the particular sort of service which he is rendering 
whether that is the sale of a five sent weekly premium policy with a simple 
beneficiary designation, or a one hundred thousand dollar annual premium 
policy with a complicated settlement agreement. 


Our philosophy with respect to the underwriting of various 
property insurance coverages may not have advanced quite so far as it has 
in the life field but it seems reasonable to assume that, as time goes on, 
the prevailing sentiment regarding the entire insurance institution will be 
that of the parable of the talents. In other words, from that branch ef 
our economic life to which much has been given in public trust and confi- 
denco, much will be required in the form of service. Which may he tnter- 
preted as emergence and deminance of the principle cf “noblesse oblige". 


a elds for University Greduates 


If the premise respecting the ebligation of the insurance 
institution to the public is sound, and I doubt if any but predatory pro- 
moters or the most rugged individualists would disagree with it, and if its 
corollary be conceded, namely, that such education and training are essen- 
tial to insurance personnel as will equip each for the particular part 
which he is to perform in serving the public, then our problem is that of 
éetermining just what portion of this educational work should be handled 
by our colleges and universities. For we must acknowledge that in a busi- 
ness as highly specialized and technical as insurance, there are many 
tasks for which the training may best be given in home office, field or 
other types of schools. Notwithstanding, there would seem to be at least 
four general groups for which the broader basic training of a college or 
university will be highly desirable, if not absolutely essential, in the 
world of tomorrow. 


Home Office Exeoutive Personnel - Meany executives of the present have risen 
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frem the ranks and have, through years of experienee and hard knocks, ac- 
quired an intimate familiarity with their tasks as well as with the broader 
economic, social and political ourrents which enter into the stream of 
civilization. They are as well equipped to steer their respective ships 
through troublesome periods as any college or university graduate of equally 
long experience could possibly be. But in acclaiming such officials, we 
must not overelook the fact that the same individuals could have socured 
much of their broad educational background more efficiently, and at an 
earlier stage, through the medium ef a college or university. Nor must we 
over-look the vast number of other potential executives who started by the 
same route but never reached their destinations because their vision was 
to narrowed and clouded by a limited understanding of life and its respon- 
sibilities. 


In the knowledge of how mankind has overeome obstacles to 
its advancement; in a broad comprehension of scientific methods, their 
achievements and possibilities; in a knowledge of human nature and of basic 
principles of organization for cooperative effort; in an understanding of the 
social sciences; in a grasp of fundamental trends; and in the broader con- 
cepts of progress yet to come, the university educated man, other things 
being equal, will have an advantage over his less fortunate brother. As 
the accountability of business to society gains wider acceptance in our 
thinking, is it not reasonable to assume that the public will demand that 
those persons who direct the affairs of our larger corporations shall be 
educated along lines such as those indicated in order that they may avoid 
some of the pitfalls into which the country was led by certain financial 
wizards of the “roaring twenties" who were long: on greed, but shert on 
fundamentals? 


Technical Staff - There has always been an important place in our insur- 
ance activities for the services of technically or professionally trained 
men, such as lawyers, doctors, actuaries, accountants and engineers. These 
have functioned either as staff advisors in home offices or in rendering 
certain specialized services in the field. The need for them in manifest 
as well as for the educational institutions which provide them with their 


professional training. 


Managerial or Supervisory Staff - Scientific management is associated in 
most of our minds with mass production and the machine age. But many of the 
principles developed in industrial production have been found just as appli- 
cable in organizing, training and directing a body of men in other fields. 
The human element in any business, particularly one which is large and many- 
sided, noeds conscious and intelligent control. Empirical methods must give 
way to those which have scientific sanction. This means that the field, 
managerial and supervisory staffs of insurance will be selected to a greater 
extent in the future with reference to their aptitude and education for re- 
cruiting, training, guiding and stimulating a force of men on a business-like 
and efficient financial basis rather than because of a demonstrated personal 
selling ability. Too many times in the past have we heard the expressien in 
life insurance when a good personal producer has been given a general agent's 
contract that “the company has lost a good underwriter and gained a poor 
general agent". Qualifications prerequisite to success in each field are not 
at all the same although, strangely enough, little has been done until recent 
years to reeognize this elementary truth and to fester spewial training for 


those who are to exercise managerial functions. There seems to be a splendid 
opportunity here for our colleges an¢é universities. 


A Underwriting - Forms of insurance service requiring extensive 
go and s are here to stay. They meet needs which are inherent 
-4in our economic and social regime. But the person who demands them is also 
demanding a demonstration of competence on the part of those who essay to 
render such services. He is acquainted with professional standards. Fre- 
quently, he has himself been trained for a proforssion such as law, account- 
ing or medicine even if he is now engaged in business. He expects more from 
his underwriter than was expected a decade or two ago. Amif the word 
"service" is not to become a meaningless term, he must be given more or the 
individual who is advising him will be displaced. As time goes on, the body 
of professional men, executives, and other leaders who follow those that re- 
tire will be even more insistent on competence in their insurance advisors, 
for the subject of insurance is rapidly becoming an integral part of the 
curriculum in our higher oducational institutions, the graduates of which are 
moving out into the world of affairs with some mighty definite views as to 
the functions of insurance and its representativos. 


One can not be cognizant of the varying gradations of insur- 
ance service needed by different people without realizing it is neither nec- 
essary that all field representatives who advise the public be edueated to .«. 
the level of the one who is working on the problems requiring the skill and 
expert service of a person trained in many broad fields of knowledge, nor, 
on the other hand, desirable that all be educated to the level of the one 
who is concerned only with the elementary problems for which a short period 
of general training may readily suffice. The men and women at both of these 
levels are doing work of a worthwhile social value. The benefits which 
humanity derives frem the activities of each are immeasurable. There need 
be no derogatory comparisons between them for, in the ultimate analysis, 
both are fundamental parts of eur distributive machinery. 


And yet, it is evident that the training ef these two groups 
neec not be the same. The bookkeeper does not follow the same course of 
study as does the accoustant, nor dees the trained nurse follow that ef the 
doctor. They perform distinct functions, and they are trained specifically 
with a view te deing well the duties of their respective callings. The 
forces at work in insurance are not essentially different from those which 
produce the divisions mentioned. Is it illogical, uneconomic or undeme- 
cratic therefore to anticipate the ultimate cleavage of insurance represent- 
atives into two groups? And is it unreasonable to assume that the educa- 
tional standards for these groups should be correspondingly different? 


That a division such as has been suggested is neither im- 
practical nor unnecessary is already borne out by our experience. Thus, we 
find that certain brokerage houses and large agencies have developed vari- 
ous specialized services in insurance which are not obtainable from the 
majerity of persons licensed by the state as agents or brokers. Even prior 
to launching of the Chartered Life Underwriter movement, certain specially 
educated persons in various life insurance agencies had been encouraged to 
work on inheritance tax, trust, business insurance and similar cases whereas 
others were steered away from the prospects interested in such service. 
Letterheads of individuals frequently convey the information that they are 


specialists in this, that or the other, type of insurance advice. Activities 
of this character are significent in that they constitute, consciously or 
otherwise, an initial step towerds a professional status although in many in- 
stances the public had until recent years, and now only in life insurance, 

no means, other than the “trial and error method" of determining whether 
those who claim special competence are using professional terminology as pure 
“window-dressing™ or as truly descriptive cof their ability. The C.L.U. pro- 
gram has rapidly accentuated the trend to professional standards so far as 
life insurance is concerned and at the same time has given to the public a 
means of ascertaining whether the porson who professes to render an expert 
service has demonstrated his ability to do so. 


Theat “a little learning is a dangerous thing” will become 
readily apparent as time gees on and the unfit attompt to render services 
which necessitate a professional education. No company with an eye to its 
reputation will desire this type of representative any more than the member 
of an accounting or law firm wants to accept an incompetent person as a 
partner and hold him out to the public as an expert. It is accordingly to 
the edvantage of the entire institution that there be a well-trained pro- 
fessional group and that the public have some means of identifying the mem- 


bers thereof. 


Recognition of fundamental differences in the insurance 
needs of society, and belief in the adaptation of our underwriting system to 
meet them on a dual educational basis does not imply establishment of a 


caste system, or abandonment of other qualifications. Any one with the men- 
tal capacity, initiative and will-power can move from one group to the other. 
Moreover, fulfillment of the educational requirements alone will not assure 
success for the one who would be a professional underwriter as he must like- 
wise possess the attributes of personality, self-mastery, perseverance, etc. 
which are vital to success in any vocation. 


Significance of American College Activities 


Reference has already been made at one or more points te the 
C. Le U, movement, initiated, as most of you doubtless know, by the American 
College of Life Underwriters for fostering the development of a professional 
group in the field of life insurance. The College has formulated educational 
standards for professional life underwriting, has been instrumental in help- 
ing to develop educational facilities by which underwriters throughout the 
country might pursue the studies contemplated by these standards, has set up 
the machinery for passing upon the educational attainments of underwriters, 
and has recognized those who have measured up to its standards by awarding 
the Chartered Life Underwriter (C.L.U.) designation. 


Although the designation of Chartered Life Underwriter im- 
plies, because of the standards upon which it is based, that its holder is 
a professional life underwriter, it is of course quite apparent that there 
are many professional life underwriters in this country who are not C.L.U.'s. 
Furthermore, there are many life underwriters who are not now equipped to 
render a professional service but whohave the ability, the inclination and 
the vision to become C.L.U-'s. Since the American Collgge offers a possi- 
bility for unity, recognition, higher ethical and educgtional standards, con- 
structive progress and professional associations conducive to the development 


of stimulating ideals and traditions, there is every reason to believe as 
time goes on that all those who aspire to practice life underwriting on a 
professional basis will take the Cellege examinations. 


What has been done in the field of life insurance can un- 
questionably be duplicated in the preperty lines, for there can hardly bs 
any obstacle to the formulation ef educational standards for property under- 
writing, to development of educational facilities for those who would ongage 
therein, and to awarding of a professional designation to those who meet the 
qualifications that would be any more difficult to surmount than the obsta- 
cles with which the Amerioan College was confronted at its inception. You 
may recall that Dr. Huebner has advocated, in speaking to this Association, 
as well as in addressing various meetings of fire, marine and casualty men 
throughout the country, the adoption of educational programs in property and 
casualty insurance which would lead to the designation of Chartered Property 
Underwriter and Chartered Casualty Underwriter. Possibly one designation, 
such as Chartered Property Underwriter, would suffice for both groups as it 
is hard to conceive of a professional underwriter apd ape and marine insur- 
ance not being familiar with the casualty lines,/ “al among 
the insurance brokers in New York concerning professional standards indicate 
that the idea has already boceme rather deeply rooted. In this connection, 
you may have noticed an article by Professor Ackerman which appeared last 
September in the Insurance Advocate entitled “Professionalizing of the 
Broxer™ as it has received rather wide comment in the insurance journals. 
There are various points on which I do not agree with the views of Professor 
Ackerman, but it is encouraging that so much serious discussion is being 
given to the subject. as out of it may develop some concrete program for 
hastening the adoption of professional standards for lines of insurance 
other than life. Prospects for immediate development in these fields are 
not the same educationally as in life insurance but higher educational and 


ethical standards are unquestionably coming. 


Estimate of Educated Personnel Needed 


Data are too inadequate on the demand for, and present 
supply of, educated men in insurance to provids any very complete basis 
for accurately and clearly stating personnel needs. However, a few obsor- 
vations and rough calculations may be helpful in evggesting that the needs 
are large even if they do not give exact dimensions. 


Life insurance annual production, other than industrial, 
has averaged about twelve billions of dollars annually during the past 
decads.e If we assume that the services of a professional life underwriter . 
are necessary in handling but one-half of this — which is doubtless 
quite conservative since industrial has alread ¢n excluded, and if we 
further assume that the average production of oa) gash mae group would 
approximate a quarter of a million dollars ah there would be an in- 
dicated need for twenty-four thousand professionaily trained life under- 
writes even if no incrense in life insurance production should take place. 
If to the personal production group should be adied an educated gcneral 
agent, mamger. er supervisor for every four millioa doliars *f new annual 
production, end I believo this to be a very corservativo estimate, we dould 
add three thousand to our previous figure and still cxclude any considora- 
tion of industrial business. . 


Or, te approach thi t we assume that the 
ratio of professional tt reaches throughout 
the country merely the proportion now existing in Peoria, Illinois, between 
the number of Chartered Life Underwriters and the population of that city, 
the figure would be fourteen thousand. The American College of Life Under- 
writers was chartered in 1927 and did not hold its first examination until 
1928. It is hardly to be assumed therefore that any city has yet reached 
its optimum number of C.L.U.'s. Should such be the case, however, in Peoria 
whore there is‘one C.L.U. for every nine thousand population, there is still 
a tremendous amount of work to be done in other cities if they are to attain 
the same proportion. For example, there are fourteen cities in this coun- 
try, each with a population of more than a half million people, in which 
there are at present four hundred and sixty persuns who have completed the 
C.LeU. examinations, but where there should be twenty-feur hundred. In 
seventy-nine smaller cities, ranging between one hundred thousand and a half 
million in population, there are three hundred and thirteen persons who have 
passed the C.L.U. examinations whereas there should be nearly two thousand. 
I might add that in the country as a whole there are now nine hundred and 
four persons who have credit for completing ali the American College exam- 
inati ons (substantially one-half of which are general agents or managers, 
assistant general agents or assistant managers, teachers of insurance in 
universities or with companies, sales promotion managers, district superin- 
tendents, agency supervisors and company home office representatives) and 
eight hundred and eleven more who have credit for anywhere from one to four 
ef the five parts. As nearly as we can estimate, there are at least two 
thousand underwriters who are studying for the examinations but even at that, 
there is a long way to go bofore the quota determined on this very conserva- 
tive basis will be reached. 


Realizing that changes in executive personnel take place 
very slowly, and that there will probably not be any greatly enlarged immed- 
iate demand for educated men in technical and professional staffs, other 
than for replacements, we do not need to stretch our imagination very far 
to conclude that, without any increase in the volume of life insurance 
written, there should be at least twenty-five thousand persons in this busi- 
ness who have a college or university training, or the equivalent thereof. 
If the turnover in such a group, due to death, disability and withdrawal 
is only ten per cent a year, the necessary annual replacements would alone 
amount to twenty-five hundred, or nearly three timos the number who have 
thus far completed all their C.L.U. examinations. 


t tis more difficult to make any estimate of the personnel 
needs for all/forms of insurance combined but I would be willing to hazard 
a guess that the number of professional underwriters, acting either as 
brokers or agents, should be at least as large as in life insurance, making 
an aggregate for the entire institution of fifty thousand. These figures 
are very rough, it is true, and yet when they are compared with the figures 
for other professions = we had twenty-two thousand architects, seventy-one 
thousand dentists, one hundred and sixty-one thousand lawyers, one hundred 
and fifty-two thousand physicians and surgeons, one hundred and forty-nine 
thousand clergymen, and even twelve thousand veterinary surgeons in 1950, 
aveording to census reports <- they probably very much understate the case. 
] have no desire to emphasizo them as I recognize all too well their 
limitations but adjust them as you will, I believo you will find the con- 
clusion inescapable that insurance neods a very large number of well- 


- educated people in its omploy if the public is to receive the quality of ser- 
vice to which it is entitled. 


The Fducational Task Ahead 


Granting that it is the function of colleges and universities 
to give the cultural background and broader basic training in fundamental 
principles which is needed by each of the four groups heretofore mentioned, 
and that special techniques, company practices, and routine procedure can 
best be delegated to home office or agemy schools, and further granting, as 
appears well within the realm of probability, that the next decade will wit- 
ness a wide-spread expansion of the professional concept for underwriters as 
well as greater emphasis upon educated management, a marked increase in the 
demand for college and university facilities will undoubtedly be felt. As a 
matter of fact, this demand has already become quito apparent among those who 
are preparing for C.L.U. examinations, as is attested by the fact that 70 
colloges and universities are now cocperating in offering all or a substan- 
tial part of the courses necessary for preparation and that teachers frem 
varievus higher educational institutions are instructing privately many of the 
50 independent study groups now active. 


But it doos not follow that colloges and universities will be 
called upon to educate all of the ostimated fifty thousand peoplo needed as 
leaders or expert advisors in insurance. Many of those now engaged in insur- 
ance activities are college or university graduates whereas others have ac- 
quired an equally good education by less formal means. Of those who can not 
now measure up to the same educational standards, many will prefer to supple- 
ment their present knowledge through independent preparation or private study 
grouns. This is particularly true of the older contingent. Fow will have 
the desire or the firancial ability to leave their present occupations and 
entor educational institutions as regular students for degree purposes. 


Evening and Extension Programs - On the other hand, the evening and extension 
branches of colleges and universities can provide the desire instruction, 
since courses offered therein can be adapted to the needs of mature people 
and given at convenient hours, yet readily conform in all important respects 
to the best collegiate standards. Enrollment of insurance men and women in 
such branches will undoubtedly rise substantially and be well sustained for 
seme time to come. ’ 


It is important to state here that many of the requests 

which come to higher educational institutions in early years will undoubtedly 
be for short, snappy, cramming courses. This is because some people will have 
a warped view of the entire educational problem and will visualize a diploma 
as the goal rather than the education. Having become accustomed to short 
training courses which are characteristic today of the insurance institution, 
they will naturally think ef this new educational program in the same terms, 
and will want to get it over with in a big hurry. Patienco and tactfulness 
on the part of educational leaders will be necessary until the fact becomes 
accepted that education for the profession of insurance is not essentially 

’ different from that for any other profession so far as the time, anergy and 
investment are concorned. 


This does not mean there is no place at all for short 
courses. To assert that would ignore the fact that there are now many well- 
trained persons in insurance who need primarily an intensive and well- 
directed review rather than a course of primary preparation. Such review 
courses may properly be offered by a college or university, but admission te 
them should be limited to persons who have already had a thorough training 
in the subject matter to be covered. Otherwise, they will not only fail to 
meet thereal educational need, but may actually prove harmful to the person 
of limited education who enrolls in them, as the smattering of tochnical 
terminology which he acquires will hardly enable him to pass any thorough 
examination, and, becoming discouraged at this, he may not pursue an educa- 
tional program along proper lines. On the other hand, to a broadly educated 
man, &@ well-directed intensive, review opens old avenues of thought, brings 
into clear relief basic principles and problems which had become hazy in 
mind, correlates the subject of insurance with other fields of knowledge and 
provides a mental stimulus conducive to further study. 


C.L.U. Educational Evolution - The evolution of C.LeU. educational programs 
is very instructive in connection with the problem menticned. During the 
early years, many short courses sprang into being. These attempted to cover 
the entire subject matter of all five C.L.U. examinations. Well-educated 
underwriters who took them were benefitted, and as a whole, made a good 
showing in the examinations. On the other hand, those with a more limited 
educational background secured nothing but mental indigestion, and unfortun- 
ately their failure to pass the examinations, has, in certain instances, c 
completely discouraged any further effort along proper educational lines. 
However, it is interesting to note that as the deficiencies of review 
courses for other than the well-educated have become apparent, there has been 
a marked tendency for courses to cover but a single installment of the exam- 
inations at a time and to provide for longer and more thorough instruction. 
Even yet, the instructional period has not been broadened out in some places 
to the extent that we believe it ultimately will be. At the same time, the 
tendency to follow sounder and more thorough methods of instruction is quite 
marked and is already evidenced in certain cities by enrollment of under- 
writers in evening and extension schools where three or four courses a year 
are taken for a period of three or four years. 


The above tendency is also reflected in the number of C.L.U. 
examinations taken by candidates. Thus, ef the five hundred and twenty-one 
applicants who appeared in 1931, 42.8% took all five of the examinations at 
the same timo; of the six hundred and thirty-eight who appearedin 1932, only 
20.7% took all fives of the six hundred and sixty-three who appeared in 1933, 
only 12.7% took all five, whereas of the six hundred and eighty-eight who 
appeared in 1934, only took all five. The number taking only one or two 
examinations at a given time has shown just the reverse trend, being 41.8%, 
63.5%, 717% and 73.0% respectively for the four years. 


Should University Training be Compulsory? = Professor Ackerman, in the article 
to which | have previously referred, says that “Every person who desiresto 
become a broker should be formally trained at a university. Realising thet 
completed training should not bo demanded immediately, I would suggest that 

at the beginning one year's university should be required before the appli- 
cant could take the brokers' examination. The course of study should be pre- 
pared in cooperation with a competont brokers association. As time elapsed, 
the course of study could be increased until a four-year college courso would 


be required." This is one ef the points on whieh I ean not agree with Pro- 
fessor Ackerman, for while I believe it is well for all persons exercising 
a leadership or advisory capacity in insurance to have a university educa- 
tion, I don't believe that we ought to bar those who may have just as goed 
an education solely because they have not been regularly enrolled in a uni- 
versity. On the contrary, it seems to me that standards for any profes- 
sional group in insurance should be set on a parity with professional stand- 
ards in other fields right from the outset but that no person should be ex- 
cluded who can satisfactorily pass a rigid examination no matter how or 
where his education may have been obtained. To do otherwise initially would 
put the universities in an embarrassing position since it might appear that 
they are endeavoring to gain enrollment, or at least give preforment to 
their students. This will come in course of time when the desirability of 
securing a college education prior to embarking upon an insurance career is 
universally accepted, as is now the case in the medical profession. How- 
ever, I bolieve that any attempt to erect such standards at the beginning | 
would handicap the progress of the whole movement and would be a source ef 


needless friction. 


Possible Educational Changes =< After the period of transition from the 
present situation to one where the educated insurance personnel more nearly 
approaches its eptimum number, has passed, the educational problem will 
undoubtedly. change to somo extent. For it seems quite likely that many 
persons desiring to prepare for an insurance carcer will then do so in the 
day branch of a college or university while pursuing studies for bacca- 


laureate degrees just as they now prepare for many professionse Some uni- 
vorsities already have groups of students who are working towards this end. 
These students are pursuing a curriculum which includes the necessary insur- 
ance courses but which is made up in large part of basic business and social 
science subjects studiod by all students in a collegiate school of business. 
In this connection, may I point out that I do not anticipate the development 
of insurance colleges to any extent. On the other hand, I am inclined to 
think that the educational needs of insurance will be met through special 
groupings of courses in our regular schools of business just as is now very 
largely the case with training for aceountancy. As a practical matter, the 
student preparing for accountancy studies his economics, finance, business 
law, and other subjects, with students who are preparing for any of a large 
number of other business callings, pursuing, in addition, such specialized 
courses as may be necessary to supplement the common core and meet the needs 
ef his chosen vocation. In fact, I think in all the educational work intended 
for insurance men, whether conducted in the day or evening branches, we will 
find that it is not necessary to design many courses, other than in the sub- 
ject of insurance itself, especially for this groupe All vecations of a busi- 
ness character involve acquaintance with a basic core of related subjects so 
that it is more economical and efficient to combine students for such prepara- 
tion irrespective of their field of subsequent specialization, 


If this viewpoint is adopted, then it seems probable that 
education of future insurance personnel will be more evenly distributed among 
the universities of this country, especially those which have collegiate 
schools of business, than has been the case in certain other professions 
which have shown a marked rise in the number of schools providing instruction 
during the main period of development, with a subsequert shrinkage after the 
demand was pretty well met and the task resolved itself primarily into pro- 
vision for replacoments. 


We are now on the threshhold of a new era in insurance educa- 
tion. This will produce a big demand for the facilities of colleges and uni- 
versities. Any rapid transition in educational standards is bound to cause 
some misunderstanding and friction. There will be those in insurance ranks 
who are not in sympathy with the movement in any way and others who will 
criticize the time, energy and money investment which are required. On the 
contrary, there will be teachers who lack the vision and patience to under- 
stand the problem, or who are not willing to adapt their methods of instruc- 
tion to the newer nevds. At the same time, I have the utmost faith in the 
ability of insurance and educational leaders to cooperate effectively to the 
end that the public interests may best be served and that able men who desire 
to follow insurance careers shall find in them an opportunity for dignified, 
constructive and remunerative sorvice. 


CHAIRMAN HUEBNER: Now we have a half hour left for the discussion of certain 
points growing out of the two papers we have heard. And I want everyones here,even 
though not a member of the Association, to feel entirely free to ask questions or 
to raise objections. Let us get all that we can get as it happens to be in your - 
mind. I hope all of you here will feel free tc join us and break bread with us at 
the luncheon meeting and hear Pro?.Goble speak on wha I think is a very interest- 
ing subject, and particularly so in Illinois at the present time. Now this meet- 
ing is open to discussion. My suggestion is that whoever wishes to speak from the 
floor“will please be > ay good as to come forward as quickly as possible, announce 
his name clearly so we record the name and also to get the remarks. 


PROF. E.ieBCWERS: and gentlemen: Being connected with The Ohio 
State University and. therefore, having more intimate knowledge of some of the 
problems facing schools of that sort, I don't believe I can share quite all of the 
optimism of the people coming from the Wharton School or peopie from some other 
institutions. 


I am in pretty strong sympathy with Prof.Blanchard's suggestion for university 
curriculum, particularly in relation to the general survey course. Now aside from 
training people to gv into the insurance field, I suppose most people here would 
readily agree that it is rather desirable that a good many people have some general 
training in insurance, particularly the graduates of colleges of commerce, in order 
that when an insurance man talks with them, the prospective buyer will know some of 
the terms and understands at least a little bit about insurance. 


Our schools of business are rather new things in this country. When the 
curricula of these schools was made up, the general policy was to look over the 
field and attempt to determine what business men should have. And they started 
down the line. "Now," they said, "shali a business man have a course in trans- 
portation? Why,of course,he ought to have a course in transportation. Everybody 
ought to know something about that important subject. Next - Monéy and Banking. 
That is also impertant. Public Finance - that is important, he ought to know j 
something about taxation and the expenditures of his government. particularly dur- 
ing times like these. But as far as insurance went, for some reason or other 
there did not appear to bs very many spokesmen, in our universities and colleges. 
The general insurance men would come along and tell the prospect about a policy 
and eventually make the sale and tho prospect didn't know anything about it. And 
that would te all right, maybe better, in the eyes of the insurance people,al- 
though I don't think most of the underwriters feel that way about it. 


Some of the students, of course, didn't know and couldn't figure out what 
field they were going to choose. It is foolish,of course, to ask ihe freshman that. 
Only 25% of the people trained for electrical engineering ever remain in the 
field of electrical engineering - such a highly specialized course as that. So for 
those students who couldn't make up their mind in their freshman year whether they 
wanted to be bankers or investment men or something of that sort, many of the large 
state universities just herded them into a general course and called it a general 
business course, which course in many institutions is coming to be the largest 


eToupe 


Now in the general business course in a great many places insurance is not re- 
quired, and people who are teaching it in other places are wondering whether or not 
it is advisable or how hard to pusn it. In our institution, for example, the 
tendency to increase it has steadily grown. In many of the schools of business 
the enrollment in insurance courses has been increasing steadily. 
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In the meanwhile some new things have happened. Everyone knows that one of | 
the great things that occurred during the depression, as Prof.McCahan suggested in 
his paper, was the tremendous interest of people in the whole problem of security. 
People are raising the question as to what the attitude of the government is going 
to be. Some people are suggesting that private insurance cormanies have been 
aslesp at the switch or a good many types of protection would now be available. 

In some cases it may be true; in sone cases it may net be true at all. However, 
whether that is true or not, it seems to me very imourtent to get as many people 

as possible trained in scme lines of insurence, aside from the assistance a man 
can be given who is entering insurance as a profession. It seems to me the univer- 
sity stands in a strategic position at the present time when we are deciding, 

among other things, what risks are insurable. 


What cen we logically attempt in the insurance field? Where are we going to 
stcp the Governmert so far as its entrance into the insurance field is concerned? 
What is the domain of private business? How far will this social insurance move- 
ment go? Questions of that sort. 


It seems to me while the fight is on back and forth, even though it may be in 
many of its aspects temporary, as Prof.McCahan has said, it seems to me that limit- 
ing the teaching of insurance to a small group of students who might be interested 
in insurance would be foolish, but to educate a great aany people in the general 
princivles of insurance so they can intelligently approach the problem of writing 
and using insurance in the future, seems very highly desirable. (Applause) 


PROF.ROBEET RIEGEL: In the first place, I listened to Dr. Blanchard's paper 
with a great ceal. cr interest because it is the first time I have heard him devel- 
op that thesis at any lengivh, althcugi 7 have heard him give intimations of it a 
long while previous. It rests, however, it geems to me, upon an assumption which 
deserves some examinetion; namely, that thesc varicus forms of insurance really do 
have a great many things in commen. Of course, there are scm fundamental re- 
semblances; for exarple, the arplicatiun of the law of large uumhecs. The ques— 
tion is, whether the resemblances are rather vague and general and the differences 
very specific and pertinent. 


For example, suppose we approach the problem of considering the various types 
of insurance contracts as parts of a wniified whole and endeavor to weave together, 
our idcas about these various types of ineurence contracts. It is very evident, 
at the outset, that there are great differences betwsen a long-term contract,such 
as a life insurance contract, and a short-term coitract, such as a fire insurance 
contract, Thet is a rather superficial comment and yet it gives an indication of 


the line aiong which my thoughts are proceeding. 


So far as I know, tnere has been but one hook published on insurance which 
has m2ce an effurt to do this sort of thing, an effort which deserves very great 
praise. What I say is not in any sense derogatory to it. I think,nowever, it will 
be discovered that although we set out with these various subjects which Dr. 
Blanchard has spoken of as individual entities, that when we come to the discussion 
of the various contracts, we then proceed to a seriatim discussion of the life 
contract. the fire coniract, the marine contract and so on. Now is the proposed 
metho? goes no further than that, it seems to me a mere rearrangement in form and 


not a variation in pevdagogical method. 


Instead of developing,for example, the life insurance business as a whole and 
then proceeding to the fire insurance business, it is seid. let us start out with 
insurance contracts in general instead of developing serarately a life insurance 


contract, a fire insurance contract, a marine contract, and so on. But if the 
differences prove very numerous and important,and the resemblances few and very 


general,the method loses its efrectivuness. 


Now the same remarks might bo made to perhaps a lesser degree with respect 
to some of the other supjects. For exampie, the subject of rate making. We would 
discover, I think, very little resembiance between the prosess of manufacturing 
life insurance rates and the method of developing fire insuraace rates on automo-— 
mobiles. The student would be likely to be considerably surprised at the differ- 
ence in procedure between the life insurance and the comperscation insurance pro- 
cedure on the one hand, and the procedure which is followed in some other branches 
of the insurance business. 


Yor another thing, it would be necessary, I believe to develop a new type of 
insurance book, since most of us rely to some degree, at least, upon the use of 
textbooks for class room teaching. Of course, that is not an insurmountable ob- 
stacle. You can use a half dozen books, if necessary. But after all,there are 
some very practical limits upon the amount of time which the student can devote to 
each one of these subjects. 


I think I have gone far enough to outline that there is a very real difficulty 
in the application of this idea, however desirable it may be in theory. 


One of the points which Dr. lhicCahan has made is the increasing confidence 
which has developed in the life insurance business in the last few years. Now 
this is a subject upon which,of course, no one can present very much in the way of 
facts except very indirect reflections of the public attitude. In the paragraph 
in which Dr.McCahen made this statement, however, he referred to some of the short— 
comings which have deveioped in the last few years with respect to the insurance 
business. Ee mentioned, for instance, dishonesty, manipulation of funds, and 

"poor judgment". ‘These incidents loom large in the mind of the insurance buyer, 
for one must remember that he is not an expert in the field nor does he have the 
time or facilities for an extensive investigation of companies. These isolated 
instances, therefore, make a very great impression upon his mind. 


Another factor that we had for the first time in history, I believe,certainly 
for the first time in many years, was a time in which life insurance ceased to pay 
loans and surrenders on demand. 


Yow this,it seems to me,would set before the student of insurance some iddals 
for which tc work;he would becume,perhaps,e prespective insurance reformer,and in 
this I believe there would be considerable advantage. Perhaps as the result of 
these reforms which would be instituted,after careful study,we might gain vastly 
greater reward than in educating persons who are already in the business on the 
varicus methods already in use. 


Ca*1RtAN EUTBNTR: May the Chair suggest, we have twenty minutes more. I am 
told we can discuss until a quarter after twelve. And while I hate to put on any 
brakes, still probably a time limit becomes necessary and I suggest three minutes, 
thus giving what I judge would be an opportunity to a good many who have been ris- 
ing to their feet. 1 believe Prof.Nerlove has requested to appear and then, Mr. 
Lippincott, you can appear. 


\ 


PRCF.NERLOVE: .Mr. Chairman and gentlemen: I always become impressed when a 
bunch of teachers get together with the fact that there will always be differences 
of opinion. 
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I want to come to the defense of Prof.Planchard and, also, the book Dr.Riegel 
referred to, which was written under Prof.Blanchard's tutorship. I think it isa 
difference of emphasis. We either can emphasize the differences between the var- 
ious groups of insurance or we can emphasize the similarity. I think in the carly 
stages of an educational program in insurance we ought to emphasize the similarity. 
I found in using Prof. Mowbray's book,that I was very thankful that it did have 
some of the shortcomings which you indicated because it gave me something to do in 
the class room. If it was perfectly written, then all I would have to do is assign 
the book, dismiss the class and take a chance on not gotting my monthly salary 
checke 


Now I would like to go a little further in the position Prof.Blanchard point- 
ed oute It seems to me we get a little better picture of it or another picture of 
it rather, if we think of insurance as a process involving risk bearing, the trans- 
ferring and the reducing of insurable risks. 


The first part of such a course would deal with such matters as insurable 
risks and non-insurable risks in addition to some description of the organization 
of insurance carriers. Another part of this course would doal with the whole 
question or questions involved in the transferring of insurable risks to insurance 
carriers. And still another part of the course would deal with the bearing of 
insurable risks by insurance carriers. The final part of this course would con- 
sider the social control of insurance carriers, the expansion of the use of the 
insurance method to other fields than those to which it is now being applied. In 
that way perhaps you get a different picture as to the significance of emphasizing 
the similarity between the various fields of insurance. 


MR«LIPPINCOTT: Mr.Chairman and gentlemen: I have had a rather fortunate ex- 
perience for during the past fourteen years I have worked with a casualty company, 
a surety company and a life insurance company, and again back to a casualty A 
company. During the last nine years I have had to do with training men to sell 
both casualty insurance and surety bonds, and teaching insurance courses at John 
Hopkins University at Baltimore. In the course of 26 lectures we covered the 
whole field of insurance =- quite an ambitious program. It was so ambitious that 
during the first six or eight lectures we did not deal with any sifigle line. Why 


did we adopt this plan? 


First, there was the individual, exposed to all sorts of risks. I said to my 
boys, "The man who buys insurance is not interested in how you take care of him. 
He just wants to be taken care of. He doesn't care whether you do it by means of 
that policy, by means of this policy or by means of a bond. What he wants is pro- 
tection from this risk where he needs it most at the minimum of cost." ' 


Now I found this very definite problem, which put me onto another track. The 
casualty companies, many of them,had put in surety departmonts. They had to sell 
surety bonds through casualty agents, and through fire agents. They said to then, 
"You don't know anything about surety - but we want you to go out ‘and sell it. It 
is very dangerous. We want you to go out and develop the business." 


Now I thought that was a foolish idea. I wrote a course on the business of 
Suretiship. I developed it on the basis of what they kmew already islative to 
Casualty insurance and fire insurance. The various departments in these various 
insurance companies are water-tight compartments. They don't kmow anything about 
the activities in the other departmonts. Some fellow in another department may 
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have solved this particular problem, while this particular department may be 
wrestling with practically the same problem. So I think we will find more 
similar points between the various departments than we will find dissimilar. 


Men came to us from about 29 different colleges and wiversities. We had at 
that time about 17 policies in effect. Now they were college graduates and they 
were supposed to know how to study. I threw a bunch of policies at them and said, 
"Go ahead, boys, and analyze those policies." As a matter of fact, one-third of 
each policy contract was the same. Of 104 men, I found but 4 who kmew how to ap- 
proach that job of analysis. 


In an insurance contract, there are a great many points that are similar,and 
I believe the best policy is to start the students in a study of those points that 
are similar and give them the approach of the man who is going to buy a policy. If 
we did that, I believe we would make some real progress. In my small way, I have 
done some of this business, this similarity and this analysis and this common 
basis and I am glad to hear of some definite projects for putting that in our 
university training, because I think that is what we in the insurance business 
neede We need men coming to us who understand economics, men who understand 
psychology, men who understand philosophy and logic and all these things. And 
then when they get a group of policies like that, they will naturally find the 
least common denominator, or whatever term you want, and analyze the thing and 
simplify it. And that is what we need in the insurance business today so far as 
the selling ond of it is mncerned. 


DReMcCAHAN: Mr.Chairman, I indicated when I began to speak a few minutes ago 
that it seemed to me there was a field for training for the general business man 
which was somewhat different from the training of a man who is going into insur- 
ance and is going to think in insurance principles, who is going to become a 
critic, if you like, or will become an insurance man. 


It seems to me we should recognize that there is perhaps another approach 
which is desirable for all people going into business that is somewhat different 
from the appreach for the man going into insurance. That is the approach from the 
standpoint of social and economic fimctions of insurance. The man going into 
general business isn't going to think in terms of abstract principles; he is not 
going to think in terms of actuarial science, rate making and research computa- 
tions. He is going to think in terms of what insurance can do for him. And if 
we approach the teaching of insurance from that angle and he sees,for instance, 
when we are teaching life insurance certain kinds of contracts may help to meet 
certain needs, he sees in his own family situations which that insurance might 
meet, When we are teaching fire insurance, he adapts it to his own thinking, to 
the needs of his family or to the needs of the business in which his father is 
engagede In that way he is going to gst a great deal more out of it. 


We can talk as much as we like about the practical approach but we have this 
to recognize, that students who come to collegiate schools of business are coming 
with the idea of learning something about business, The approach through what 
they want to know to what they ought to know is perhaps the most effective. Just 
the same as in selling lifo insurance, we may start with what a man thinks he 
wants and sell him what he needs. But at least we are starting with a basis which 
is psychologically sound so far as getting his interest is concerned. He is not 
so much interested in the principles and practices of insurance as he is in the 
functions of insurance. On the other hand, the man going into insurance ought 
to know about it. . 


. Where a man is going to specialize in insurance,we can then 
mechanics of insurance, the principles and practices and some of 
theories which are difficult for the average student to grasp. 


I am assuming that what you want to do is teach insurance to busine 
students so they can buy insurance intelligently. You are not going to teach them 
to become critics of the institution of insurance because I do not see how you are 
going to do it in the limited time available. It is impossible to teach all that 
is necessary in order to become critics of insurance in one course or two courses. 


Now with regard to the criticisms which Dr. Riegel mentioned, I recognize 
those. Yet it seems to me it deponds upon whether you are approaching this from 
the short-time or long-time point of view. There are a very few companies that 
have gotten into difficulty during the depression. Many of the life companies,and 
other companies, have a very enviable record. They must be compared under the 
present conditions with other companies under present conditions, and not compare 
the insurance companies under present conditions with other companies undor more 
favorable conditions. 


We now recognize that the companies have approached the selling of insurance 
originally from the standpoint of a purely business proposition, from the stand- 
point of getting as much as possible. The point of view has been evolving, how- 
ever, that the service I have mentioned should go with every insurance policy. Now 
then, if the fieldmen recognize the value of giving that sort of service and if 
there is a means of identifying thom, it scems to me in the course of time the 
public will come to recognize those people who can render the professional type of 
service and those people will get the volume of business from the classes which 
now is being divided among all sorts of agents. 


DReDICKINSON: Mr.Chairman, I would like to say:only two things: First,that 
we need synthesis rather than an analysis as our point of view in insurance 
instruction. That is, we need to give to our students a point of view which not 
only enables them to be good buyers of insurance, because that after all guides 
the management of insurance companies more than any other force, but likewise to 
give them such synthesis and knowledge that they can go ahcad and specialize as 
they see fit. 


The work I have done during the summer in revising the insurance laws of the 
State of Illinois for Mr.Palmer has convinced me that I have been guilty of too 
much specialization, a thing which I know Prof.Blanchard has in mind, in my ow 
insurance instruction; that I have not paid enough attention to the broader out~ 
lines of the subject, being so intent in trying to get one point complete that I 
ee few points that my students went out with a very haphazard knowledge 
of insurance. 


CHAIRMAN HUEBNER: If the Chairman may be permitted to do so, I would like to 
ask two brief questions. 


At the school with which I am connected, we have the survey course, where we 
do not emphasize specialization but intend to present the broader aspects, a re- 
quired course; there are special courses which can be taken only by those who have 
had the survey course and then a seminar. 


Now I wonder if it isn't important to attach a weight to the various subjects, 


Dr-Blanchard, which you mentioned? Our experience indicates that we should put at 
least a fourth to a third of the total survey course on the uses, the service which 
insurance renders to the buyer, although we do stress the other thing. But it is 
a case of weighting. That is one of our biggest problems, how much time in a 
course should be devoted to these various subjects; and we do believe we take up 
most all the twelve topics you mentioned. But could you give us an idea relative 
to the seminar course, and what should be presented there? 


DR»BLANCHARD: I have one point I want to mako myself. With respect to the 
weight, I didn't mean to imply that these 12 subjects wero of equal importance and 
should be given an equal amount of time. I think it is very necessary to weight | 
them, in accordance with the type of person you are dealing with, to give more or 
less time to uses, which I think can, in many cases, be translated into contracts. 


Incidentally, Dr.Riegel picked out the subject of contracts for illustration. 
in connection with the book which he criticized. I¢ is the one subject in the 
entire boox in which several chapters are devoted to different kinds of insurance. 
Gn all the other subjects, I believe there is one chapter devoted to each partic~- 
ular type cf subject. And I do think that particularly for a general survey 
course the uses of insurance as embodied in the contract is a very important thing; 
end weighting the subjects is extremely important. 


As far as the seminar course is concerned, it is my notion it should be thrown 
-open to the widest possible consideration of insurance topics and that the student 
in the seminar course should be free, with the approval, of course, of the in- 
structor, to chouse any significant topic and make a study of it and report on it. 


CHAIRMAN HITUBNSR: May I ask, do you want undergraduates in your seminar . 
#r do you have graduates in mind in your seminar? 


DReBIANCHARD: I should put it this way, that seminar work should be the 
graduate type of work, and if there are wndergraduates in it, they should be only - 
those with high qualifications. The seminar should be particularly to develop 
original work on specialized topics by individual students. 


REGULATION OF INSURANCE COMPANIES 
IN A PERIOD OF EMERGENCY 


George W. Goble 


For an insurance company there should be ne such thing as an emergency, Insur- 
ance thrives upon emergencies; they are a part of its normal life. Except for — 
emergencies there would be no need for insurance. It is the unexpected death, the 
une~pected fire, theft, accident, injury or loss that makes insurance necessary. 
There are, to be sure, minor or individual emergencies, and by principles of actuar- 
ial science their number and frequency, within limits, are predictable and can be 
adequately prepared for. But if these small individual emergencies are to be pro- 
tected against, the emergencies affecting large groups must also be taken into 
account as an integral part of the scheme of protection, for these individual 
casualties occur in periods of emergency as well as in normal times. Insurance, 
especially life, is not a day-to-day enterprise. Nothing less than decades should 
be the units of its range. This means that the institution of insurance must look 
unvn national, and even international economic emergencies, as coming within the 
scope of its normal existence, and consequently should so conduct itself between 
ersrgencies as to be prepared to survive them. And this function of riding over 
enl leveling out emergencies furnishes a partial explanation as to why the state 
regilation of the insurance business has become necessary at all. The temptation 
to profit, and to speculate with funds which must flow in large quantities into the 
cefiers of insurance companies in normal, prosperous times, is too great to be 
resisted without assistance. The commanding voice of the state is needed to stay 
the hand of the ordinary mortal, and a governmental policy to supply the long-range 
vision indispensable to an adequate insurance structure. 


Therefore, it seems to me obvious that the regulation that is to carry insur- 
ance companies over economic emergencies is the regulation which is applied in 
periods of normalcy. So the question for discussion resolves itself into what sort 
of regulation should be applied to insurance companies in normal times, to enable 
them to continue to function in periods of economic distress. I cannot escape the 
conviction that such should be the theory of the administration of insurance laws, 
for after the unexpected happens, after the crash comes, we can do but little more 
than salvage the pieces of those structures that had not prepared, or had not been 
compelled to prepare for the inevitable. The only principle of regulation at such 
a time is the principle of expediency. So our theme, as I see it, is, What is the 
proper regulation of insurance companies? 


Though there were earlier fragmentary statutes in continental Europe affecting 
insurance, according to the legal historian Holdsworth!, the first more or less 
complete code of insurance was developed between 1435 and 1484 in Barcelona,Spain. 
Among other things, it regulated the form of the contract, payment of premiums, 
fees and conduct of insurance brokers. This code had a wide influence in the 
development of insurance law throughout Europe. The earliest administrative agency 
Was created in 1532 under a Florentine statute which provided for the appointment 
of insurance commissioners who had extensive powers over insurance brageactions,in- 
cluding the regulation of policy forms and the establishment of rates. 


There were several attempts at administrative control of insurance in England 
in the 16th century, but they were more or less abortive. Not until the year 1870 
was life insurance subjected to any considerable degree of control, and not wtil 
1909 did fire, health and accident companies bow to the yoke of governmental 
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regulation. The Industrial Assurance Act of 1893 considerably broadened the powers 
of administration especially with reference to éxamination and liquidation of’ 
companies. But as compared to the United States, insurance regulation in England 
is not extensive. 


In the United States there were no regulatory statutes of consequence during 
the Colonial period, and apart from limitations in special charters granted to in- 
surance companies and to requirements of the periodical publication of financial 
statements,there were no regulatory insurance statutes until the 1820's, when 
states began to enact laws requiring deposits with some state official such as the 
treasurer, comptroller or auditor, and a little later (1837 and after) when the 
secretary of state, auditor or some other state officer was designated to administer 
the insurance laws. As the powers and duties of the insurance administrator were 
gradually extended by legislation, the func’.ons were placed in boards or officers 
whose sole function was the administration <? the insurance laws. New York was the 
first state to confer its insurance administrative powers upon a single officer - a 
superintendent of insurance. This was in 1859. New York was followed by Connecti- 
cut in 1865, Massachusetts in 1866, California in 1868, New Hampshire and Missouri 
in 1869. By 1919 thirty-six states had their insurance departments headed up by a 
single full-time officer.4 


One step in the development of the insurance department in some states was the 
establishing of an insurance board as the principal administrative agency, but in 
@ach case, except two, the board was superceded by a single commissioner. I call 
your attention to this development now, simply as an important historical fact. I 
expect to return to it a little further on. 


This sketchy historical statement has been made to show that the paternity of 
state regulation of insurance cannot be claimed by any modern brain-truster, but 
that the business of insurance has been regarded for several hundred years as so af- 
fected with a public interest as to require the intervention of the state into its 
conduct, and to show that we are, apparently, definitely committed to the principle- 
of state regulation of insurance. Once this is assumed, it follows that the 
regulation should be extensive enough to furnish the insuring public the protection 
it needs, for if insurance does not protect, by reason of inadequate regulation, 
what difference can it make to deceived or disappointed policyholders that there 
Was any regulation at all? 


Ade y of state insurance regulation involves two questions of first import- 
ance: (1) At what points in the insurance structure should regulation be applied? 
(2) What should be the agency or machinery of regulation? 


(1) The first is essentially an economic problem, though it has many legal ramific- 
ations, and the second is a question of administrative law. Being a mere lawyer, I 
am not qualified to speak upon the first question. I, therefore, pass it by with a 
few ingenuous suggestions. For regulation to be adequate it must touch the insur- 
ance structure at its vital points. In my nt such points include (1) invest- 
ments, (2) valuation of assets, (3) expenses, (4) dividends, (5) policy contracts 
and (6) in some kinds of insurance, premium rates. To require ample reserve funds 
for solvency on the one hand, and to prevent the exploitation of the policyholder 

on the other hand, the state must maintain constant vigil at each of these strategic 
points. This means that insurance commissioners must be granted comprehensive 
visitorial and inquisitorial privileges and powers. Though it is possible for the 
legislature to prescribe the details of such matters as, character ‘of investments, 
forms of some kinds of policies, limitation of expenses and dividends, it is not 
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possible for legislation to set forth the detail that must be taken into account 

in such matters as the valuation of assets, determination of reserves, approval or 
disapproval of policy forms, rate making, or regulation of rating bureaus. Adminis- 
tration in these matters involves technical knowledge and expert opinion of such a 
kind that large discretionary powers must be left to the officers who are to ad~ 
minister the law. 


If there be any one who believes that regulating insurance is a simple matter, 
he will be disabused of the thought if he Jil visit an insurance department of any 
populous state, and interview a few of its division chisfs such as the chief examin- 
er, the chief actuary, the head of the fire division, the casvalty division, the 
license division, the claim division, the tax collector, the filing clerk, the 
deposit chief, the official liquidator, the chief of policy forms, the fraternal 
insurance head, the mutual benefit insurance head, and then cap it off by an inter- 
view with the assistant commissioner and the commissioner himself. The Insurance 
Department of Illinois has between 125 and 150 officers and employees, and there is 
werk for all of them. 


(2) This brings me to the second point upon which I want to speak more at length, 
viz., What should be the agency or machinery for the most efficient administration 
of the insurance law? | 


It is still too early to appraise the facts of the insurance failures of the 
lest four years, and to determine whether the blame is mostly to be placed upon in- 
adequate laws or inefficient administration. But there is not much doubt that. when 
that chapter in our nation's life is written, it will show that at least a part of 
the responsibility must be placed at the door of the insurance administrator - bad 
judgment, lack of courage, laxity, favoritism or politics. 


In some respects state insurance administration is unique. As we have seen, 
its efficiency involves the granting of broad discretionary powers to an adminis- 
trative officer. But large discretionary power to do good involves power to do 
evil,pcwer to discriminate unjustifiably, power to favor special er friendly 
interests, and power to abuse the authority given in various ways. By reason of 
the extremely technical and complicated nature of the business of insurance, an 
administrative officer has an unusual opportunity to draw a veil about official 
misconduct. How is the public to know when inflated values of assets are given to 
ene company, and actual values to another? An examiner's report can be made to 
cover a multitude of sins. How will the public know when the commissioner overlooks 
the violation of the investment act, the expense limitation provision, or the 
reserve fund requirement, in the case of friendly companies, and rigorously bears 
dern &s to these requirements, in the case of companies not in the good graces of 
the commissioner? 


The now venerable statesman, Elihu Root, speaking before the American Bar 
Association in 1916, said, "There is one special field of law development which has 
manifestly become inevitable.... The Interstate Commerce. Commission, the state pub- 
lic service commissions, the Federal Trade Commission, the powers of the Federal 
Reserve Board, the Health Department of the States and many other supervisory 
offices and agencies are familiar illustrations. Before these agencies, the old 
doctrine prohibiting the delegation of legislative power has virtually retired from 
the field and given up the fight. There will be no withdrawal from these expcri- 
ments. We shall go on; we shall expand them, whether we approve theoretically or 
not, because such agencies furnish protection to right, and obstacles to wrong do- 
ing which under our new social and industrial conditions, cannot be practically 
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accomplished by the old and simple procedure of legislatures and courts as in the 
last generation. Yet the powers that are committed to these regulating agencies 
and which they must have to do their work, carry with them great and dangerous 
opportunities of oppression and wrong. If we are to continue a government of 
limited powers, these agencies mist themselves be regulated. The limits of their 
power over the citizen rust be fixed end determined. The rights of the citizen 
ageinst them must be made plain. A system oc administrative law must be developed 
and that, with us, is still in its infancy, crude and imperfect." 


All that has been said of the difficulties of regulation through the various 
cormissions mentioned by -Mr. Root can be said with equal truth of the agencies for 
insurance regulation. Mr. Justice Rosenverry speaking for the Wisconsin Supreme 
Court in State v. Whitnan®, though uphoiding the grant of wide discretionary powers 
to the insurance commission, warms that "we feel that the delegation of power to 
subordinate administrative agencies is fraught with danger, for the reason that it 
introduces into our system a governmental agency which may exercise some of the 
powers of each of the coordinate departments of government in combination." In 
othor words, the insurance commissioner is at once a legislator, an executive and 
a judge. I submit that the efficient and proper regulation of insurance constitutes 
a problem of statesmanship, rather than one simply of business, economics or law. 


Assuming adequate powers of administration, our immediate problem is, What 
should be the machinery of administration? The commission or board has been used 
for regulating railroads, public utilities, interstate commerce, education, sale of 
securities, etc, What about the board for insurance? Here we can find guidance in 
history. This plan has been tried. It seems that the first insurance board to be | 
established in the United States was in New Hampshire in 1851. It was composed of 
three members appointed ty the governor and having general powers of administration. 
It was supplanted by the single commissioner in 1869. In 1852 Massachusetts estab- 
lished an ex officio board consisting of the secretary of state, treasurer and 
auditor, to be supplanted three years later by a three-man board appointed by the 
gcvernor, which was later reduced to two and finally in 1866 to one. Vermont had a 
beard from 1852 to 1917, Rhode Island from 1855 to 1862, Tennessee from 1870 to 
1672, Fiorida from 1872 to 1915 and Nebraska from 1913 to 1919. These were all ex 
oificic boards, and in each case they were supplanted by the single commissioner.” 
Though Virginia and New Mexico have a corporation commission to which the insurance 
cemmissioner is responsible, the only states now having their entire insurance 
administration directly handled by boards are Arizona and Texas. This brief review 
does not take into account boards for special purposes such as regulation of 
ratings or consolidations which are existent in some states. Board or commission 
control of insurance seems, therefore, to have been rather thoroughly tried in the 
United States, to have been found impracticable or GuPcieiegt, and to have define. 
itely passed out. 


’ Experience proves that the actual powers of administration should be con- 
centrated in one person. Unlike the matters coming before public utilities com- 
missions, the Federal Trade Commission, Securities Commission, health boards, etc., 
instrance regulation involves a great deal of administrative detail, the issuance 
of orders and the making of decisions daily. Bosrd action in such a case would be 
sc cumbersome and slow as to destroy the effectiveness of regulation altogether. 

On the advantages of the single-headed type of administration, Professor Patterson 
points cut that "it tends to secure energy and promptness of decision, which are 
highly important in the regulation of the solvency of insurers, since a few days' 


deiay may mean loss to many policyholders."9 
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If the powers of insurance administration, then, are to reside in one officer, 
there should be some effective method for checking or curbing inefficiency, laxity, 
favoritism or abuse of power. The people of the state or policyholders cannot be 
depended upon to do this, because, as I have said, it is too easy for the com 
missioner to conceal his conduct behind the complexities and téchnicalities of his 
office. The governor, the only person to whom the commissioner is ordinarily dir- 
ectly responsible, cannot do it, because he is busy with other affairs to know €- 
what is going on in the insurance office. The heads of divisions and other sub- 
ordinates in the office, though they know the facts, cannot be expected to do it, 
because if they do, off go their heads. 


Reasonable notice to interested parties before the issuance of orders, an op- 
portunity to such parties to be heard, and an adequate procedure for judicial 
review furnish some protection, but not enough. I suggest that as en additional 
curb on abuse of power by the commissioner an advisory insurance council, of six 
to ten members, appointed by and responsible only to the governor of the state,with 
the insurance commissioner as ex officio chairman. The council I propose would have 
an entirely different function from that performed by the rejected insurance boards, 
which, as I have mentioned, were really hydra-headed administrative agancies. The 
advisory council would have no power of administration. The commissioner would stil 
be free to conduct his office in accordance with his own ideas. The council would 
have two principal functions: (1) To advise with the commissioner upon any matter - 
he cared to submit to it, and to make recommendations to the commissioner; (2) To 
keep itself informed as to the affairs of the department (and for this it must have 
complete freedom of access to the office, and its files) so as to be in a position 
to know of inefficiency, laxity, arbitrariness or dishonesty if it should occur,and 
to take steps to expose or publicize misconduct. The white light of publicity has 
ever been an efficacious remedy for the ills of government. The knowledge of the 
probability of exposure deters many a dishonest act. It is believed it would have 
that effect in the situation under discussion. 


In addition to these two major functions, the council should also concern it- 
self with the gathering of facts and statistics having to do with the actual opera-. 
tion of the insurance laws of the state, study, compile and publish them. Such 
work would qualify this group to draft and recommend legislation for the improve- 
mert of the insurance law and give them the ammunition with which to combat ill- 
advised proposals. 


The personnel of such a council, it is immediately recognized, is of tremendous 
importance. Consequently the statute should set up high qualifications. To assure 
the points of view of conflicting interests there should be on such a council exper- 
ienced representatives from the life, fire and casualty branches of insurance. In 
addition I think an intelligent, detached interest would be obtained by having as 
members an experienced accountant, investment banker, professional economist, a 
lawyer, and perhaps others. And what is almost equally important, in order to pre- 
vent membership on such a council from being a political plum, the members should 
be without salary, except as to expenses incurred. The honor of the office and the 
sppertnity for public service should be the sole inducements to membership on such 
a board. 


To assure a measure of continuity, but one-third of the members should be new 
at any time. For correspondence, gathering and compiling material, the council 
should have a full-time secretary with an office conveniently located with reference 
to the ather offices of the insurance department. 


If a state has in office an able, honest and courageous insurance commissioner, 
such as Illinois has at the present time, there is little need of an Insurance Ad- 
visory Council unless it be simply to give the commissioner its moral support when 
he cracks the whip over recalcitrant companies. But unfortunately a state cannot 
always have an insurance commissioner of that type; hence the need of an insurance 


council. 


It is admitted that it is possible to have an insurance council that would 
support the commissioner in his favoritism or abusive exercise of power, or even 
that it might instigate some favoritism on its own account, but the chances of 
corrupting six to ten men are many times less than the chimces of corrupting one. 

In a group of that size, when the rules of Hoyle are not followed, somebody is going 
to make it known. The provision for both conflicting interests,and detached ~ 
interests on the board seems to furnish a reasonable assurance of exposure in case 


of irregularities. 


The unsalaried advisory council idea is nights recommended by authorities on 
administrative law, such as Willoughby? » Holcom » Patterson ll, and others. A 
fundamental principle of administrative law seems to be this: For a governmental 
function that involves wide discretionary and quasi-judicial or quasi-legislative 
powers, and not a great deal of administration, the board or commission is most 
satisfactory. For a function that is primarily administrative or ministerial,and 
action is narrowly limited in accordance with rules laid down by the legislature, 
the single administrative official is most efficient. For a function that is toth 
ministerial, and also involves large powers of discretion and rule making, a single 
administrative officer with an advisory council or board is most desirable. From 
what has been said of the insurance department it seems obvious that it falls with- 
in the latter classification. Mr.W.¥.Willoughby says, "It is imperative, if. 
efficient administration is to be secured, that the board or commission be granted 
no administrative authority; that all such authority be vested in the executive 
officer to the end that he may be held absolutely responsible for the actual con- 
duct of affairs."12 


Speaking of this form of organization, Arthur N. Holwmbe says, "This form of 
organization gives a more logical application than any of the other to the old 
maxim 'Many heads for council, one for action.'"15 ¥. W. Coker has this in mind 
when he speaks of "the need ‘for the eliciting the participation of disinterested 
citizens serving on unpaid boards, exercising power of investigation, advice and 
publicity."14 Professor Patterson in commenting upon the Virginia plan, which 
makes the insurance commissioner responsible to a corporation commission, says, "Ag 
a safeguard against arbitrary or ill-considered action this scheme appears to be 
adnirable." At this point the author drops this significant remark,"Even more 
desizable would be a board of experts and — of conflicting classes 
created solely for insurance administration." 


This principle of administration has been successfully applied in departments 
of public pr mdge public welfare, public education, charities and correction,police, 
and agriculture.46 8x-Governor Frank 0. Lowden of Illinois, generally recognized as 


an acministrator of outstanding ability, successfully put this plan into operation 
on an extensive scale in his Civil Administration Code adopted by the legislature in 
1917. That Code provides for numerous unpaid advisory boards in the departments of 
agriculture, labor, public works, public welfare, public health, education and con~ 
servation. Unfortunately and for some unexplained reason, the plan was not extended 
to the insurance department, nor to certain other departments where subsequent 
events have shown that such a plan would have been of service. Governor Lowden in 
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1934 says, "I may say that now I am even a stronger believer in such boards than I 
was at the time we incorporated several into the Administrative Code. And I cannot 
see why rer | board would not be entirely practical and valuable in the insurance 


department." 


According to my best information the advisory council scheme for life insur- 
ance has been in operation successfu} Ly in Prance since 1905, and for most forms 
of insurance, in Germany since 1901. 


But it is unnecessary to go abroad for examples of the successful operation 
of this plan. It has been in operation in New York, apparently with entire satis- 
faction, since April 1933, and was last year adopted as an emergency measure in 
Alabama. Mr. William H. Hotchkiss, one of the members of the New York Board, has 
this to say, "Many matters have been submitted" to the board. "I can perhaps say 
that on such occasions it has been of material service to the Superintendent, 
particularly as four of its members are ex-superintendents of insurance.... I 
do not think the powers of the Insurance Board should be increased or that there 
should be any qualifications as to its membership or that they should be put on 
salarye As to qualifications, frankly, I think our Governor has hit upon the 
proper qualifications, viz.: To appoint all available ex-superintendents on the 
Board, and to include in his ane a representative of Labor organizations 
and of real estate interests." 


Mr». Francis R. Stoddard, also of the New York Board, writes as follows:"In 
my opinion the Advisory Board as now constituted has been of material service in 
the administration of the insurance law. ‘If the state should be so unfortunate as 
to have a dishonest or incompetent insurance superintendent, the Board can check 
and expose graft or favoritism on his part. There is no question but that it would 


be much more difficult for a dishonest superintendent to cover up his favoritism or 
abuse of power under the advisory board system.....I do not believe that a salary ~ 
should be paid to members of the Board. If a salary is paid, politicians will try 
to obtain the appointments. You will obtain a better type of member by making it 
an honor without a salary.... In my opinion the Insurance Department in New York 
has been most successful and I advise the adoption of a similar protection in the 
State of Illinois."©0 Another member of the Board, Mr. Aaron Rabinowitz, thinks 
the Board "would have to be very dumb not to sense" graft or favoritism by the 
superintendent. Mr. Rabinow}tz believes, however, the Board would be more useful 
if its power were increased. 


In brief, the plan of the insurance advisory council combines the merits of 
the concentration of powers in a single administrative officer, with the merits of 
the curb on the exercise of arbitrary power and ill-considered action that is 
present in the board or commission form of administration. 


If insurance failures due to inefficiency, laxity, favoritism or dishonesty of 
insurance commissioners can be prevented, it is believed that the insurance advis- 
ory council offers the greatest possibilities of accomplishing the result. The plan 
should appeal both to the insuring public, and to sound and- honest insurance 
companies, for both are equally interested in eliminating these evils in insurance 


administration. 


The proposed insurance éode for Illinois, which is now before the people for 
criticism and discussion, does not provide for an advisory council, though the plan 
would precisely fit into the governmental machinery set up for the State by 
Governor Lowden in 1917. In my judgment the Code should incorporate such a plan. 
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By Paul H. Douglas 


Since the function of insurance is to reduce insecurity through a pooling of 
risks, the case for its extension into the field of accidents, sickness, indigence 
caused by old age and unemployment is extremely strong. These great risks can in 
fact be likened to enormous pits into which a large percentage of the lower income 
groups fall at one time or another. From them some never emerge and those who do 
are commonly much the worse for the experience. The two methods of reducing these 
hardships are of course to remove or to lessen the causes of these losses and to 
lighten the burden of such losses through the pooling of risk. 


That these modern Four Horsemen wreak an enormous amount of damage should be 
evident to all. There are around 13,000 industrial fatalities and somewhat over 
30,000 who are killed annually by automobiles. The number of severe injuries from 
each of these sources probably runs up into the hundreds of thousands annually. 
From estimates which I have made it seems that the average percentage of unemploy- 
ment in manufacturing, mining, transportation mt the building trades averaged 
approximately 10 per cent between 1896 and 1926.*+ If it had been possible to have 
covered all industries this figure would probably have been reduced to not far from 
8 per cent. So far as the depression goes, a study of the decline in employment 
since 1930 as compared with the bench-marks figures given for the spring of that 
year seems to indicate an average in non-agricultural employment for the four years 
1930-1934 somewhere between 25 and 30 per cent. 


So far as sickness is concerned, the very careful studies of the Committee on 
the Cost of Medical Care seem to indicate that the total expenditure for the nation 


for health and sickness was approximately 3.6 billion dollars in 1930 of which the 
patients themselves paid 2.9 billions.“ The loss of wages from illness amounts at 
a minimum to 500 millions a year and is probably higher.% 


Turning now to indigent old age we find that the study of the conservative 
National Civic Federation showed that even in the so-called happy days of the twen- 
ties 29.5 per cent of those over 65 years who were studied in the eastern states 
had absolutely no property, 8.3 per cent had less than $1000 and 19.4 per cent had 
between $1000 and $5000.4 The situation today would, of course, be still worse. 


A second characteristic of these losses is that they are very unevenly dis- 
tributed. Only a small minority of the population are either killed or severely 
injured by industrial or automobile accidents although nearly all of us run some 
risk. A large percentage of those who enter industry die before they reach the 
age of 65 and hence do not face the danger of indigent old age, while still others 
through energy or good fortune are able to provide individual protection. Even at 
the height of the depression, approximately two people out of every three had jobs, 
and during more normal times perhaps nine out of ten are earning. But those who 


1. See P.»HsDouglas, Real Wages in the United States,pp.403-460. This figure includes 
cases of rather protraitéd disability, sickness and unemployment caused by 
strikes and lockouts. 

2. Falk, Rorem and Ring, The Costs of Medical Care, pp. 8-9 and 95. 
ed about 2 per cent of working time is lost through sickness or an average of 

Se 
National Civic Federation, The Extent of Old Age Dependency (1928) p. 34. 
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are out of work and who though seeking employment are unable to find it suffer. 

Some idea of the uneven distribution of the costs of sickness is given by the Com 
mittee on the Cost of Medical Care. They showed that of the families with incomes 
under $1200 a year, 3.5 per cent paid out 31 percent of the total costs, and 10.6 
per cent, 53 per cent of the total expenditures. On the other hand, 79.5 per cent 
of these families paid out only a little over 31 per cent of the total. The average 
burden upon the one-thirtieth of this group which was hardest hit was, therefore, 
approximately twenty-two times as much as upon the four-fifths who were most lightly 
affected. If we take the families whose incomes ranged from $1200 to $2000 we find 
that 5.2 per cent experienced 32.4 per cent of the total costs and 18.2 per cent of 
the families had 62 per cent of the expenses. In contrast with these families were 
the 69 per cent who only paid out 23.6 of the total charges.“ The one-twentieth of 
this group who suffered most had, therefore, sickness expenses which were on the 
average nineteen times as great as those among the more fortunete seven-tenths. 


Surely it would seem that the insurance principle should be extended to all of 
these fields. For as this group well knows the essence of insurance lies in the 
fact that small contributions by or on behalf of the many reduce the total psychic 
loss which otherwise would fall with crushing weight upon the few. When out of a 
community with 1000 houscholders each of whom owns a $10,000 house, one house on 
the average burns down a year, it is surely better for each of the thousand to 
contribute $10 a year so that the person whose house burns will be indemnified than 
for the one unfortunate to lose the full $10,000. The economic value of insurance 
follows indoed inevitably from the diminishing utility of successive units of money. 
And the marginal utility of the insurance premiym in such a case, multiplied by the 
number of persons making these payments, will be less than the total amount of 
utility which would be lost were the whole $10,000 to be lost by one man. Out of 
this reduction in psychic loss can come the administrative costs of an insurance 
system and still leave a handsome gain which the institution of insurance has ef- 
fected. In addition to this reduction in psychic loss, each of the thousand will 
sleep easier at night for knowing that if he should be the unlucky one, his loss 
would largely be indemnified. 3 


I would apologize for the use of so obvious an illustration to a group of 
specialists like yourselves were it not for the fact that many professional insur- 
ance men have seemed unable to recognize that these economies which they know exist 
in the field of fire, life, casualty, marine and the myriad forms of insurance 
apply also to protection against unemployment, siclmess and indigent oid age as 
well. ; 


II 


The coldness of the insurance fraternity to these types of protection may,how- 
ever, be caused by the term social insurance. This may create certain mental 
hazards in the minds of those accustomed to regard insurance as a private business. 
This term does indeed introduce at least three further elements, namely: 


1. That society regards protection against these risks as so important: from 
the standpoint of the individual and of society that it either encourages or 
requires those primarily affected by these risks to be ensured against them. 


1. Palk, Rorem and Ring, Op. Cit., p. 114. 
2. Ibid. 
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2. That society may try to reduce the burdens upon a relatively weak class in 
the community by lodging a part or all of the cost upon other parties than those 
whose losses have been indemified. This amounts to a recognition that those 
who suffer the burden of the losses are not themselvgs responsible for the accidents 
which befall them and that the real responsibility may either be traced back to 
other groups or found to lie in the modern structure of industry itself and to be 


impersonal rather than personal in nature. 


3. That society may regard the principle of human solidarity to be such that 
the greatest relative benefits may be paid to those in the greatest relative need. 


These make of social insurance a somewhat different institution from that of 
private insurance but a no less worthy one. 


Thus the social consequences of unemployment, ill-health and poverty-stricken 
old age are most certainly severe. The health and vitality of the population is 
lowered; crime is increased; the oncoming generation is greatly handicapped; and 
the general tax payer is heavily burdened with the costs of an inadequate,humil- 
iating and uncertain system of relief. © Experience has show that we cannot 
depend upon either workers or employers voluntarily taking out such insurance in a 
quantity sufficient to ward off these dangers. The earnings of the main mass of 
the workers are moreover too small in comparison with their urgent present needs to 
permit many of them voluntarily to buy such protection. In this connection I Lave 
only to mention the recent study of the Brookings Institution which estimates that 
even in 1929 40,6 per cent of the population was on only a subsistence and poverty 
level or, was actually below it and that another 35.7 per cent had only a minimum of 
comfort.” Furthermore, the cost of persuading the wage earners and lower salaried 
workers that they should take out such insurance and then of collecting the premius 
would under a voluntary and competitive system be far too heavy for the low incomes 
of this group to bear. This has been well shown in recent studies of industrial 
insurance such as that of Maurice Taylor.@ 


Nor can we expect much action from voluntary action by employers since those 
who did take on these costs would on the whole handicap themselves in the competi- 
tive struggle to survive in comparison with those business rivals who did not 
assume such a burden. It is significant that very few firms have experimented 
with voluntary unemployment insurance schemes and that most of those which have 
installed old age pension plans have burned their fingers and are looking for a 
chance to curtail their plans or to get out of them.5 


The only effective way of providing for such protection is to make it man- 
datory. This at once can provide a wide scope of protection and lessen the other- 
wise enormously heavy administrative costs of selling and collection. 


We are then faced with the question whether the working class as a whole can 
afford to pay for the protection which is thus provided. The European systems of 
unemployment, sickness and old age insurance seem to indicate that a complete 
system of social insurance even with limited benefits to prevent indigency and a 
maximum benefit period in the case of unemployment and sickness will cost not far 
from 15 per cent of the payroll.* In view of the family income statistics which I 


1. Leven, Moulton and Warburton,America's Capacity to Consume, p. 87. 

2. Maurice Taylor, The Social Cost of Industrial Insurance. 

3. Murray W. Latimer, Industrial Pensions in the United 

4. See the bulletin by the International Labour Office, International Survey of 


Social Services (1933). 


have cited for 1929 and the fact that unskilled labor now rarely receives more than 
$.40 an hour and $16.00 a week, while a larger proportion receives even less, it is, 
I take it, obvious that the poor cannot pay for all of this protection. It is, 
therefore, proper that at least a considerable proportion of the burden should be 
shifted to shoulders which are tetter able to bear the load. For we should not for- 
get that most of these losses are iot caused by the personal fault of those who now 
experience them. Personal industry and ability may determine the incidence, or who 
is to be thrown out of work, but it certainly does not determine the amount of un- 
employment or how many are to be dropped. For even if all of the workers had the 
virtues of St. Francis of Assisi and the energy of the heroes of Samuel Smiles 
there would still be unemployment in perhaps as large quantities as under present 
conditions and some other method than relative fitness would have to be discovered 
for determining who should be dropped. Moreover, the germ theory of disease and 
our knowledge of the effects of poverty should certainly make us realize that sick- 
ness is not primarily caused by undue human error. Nor can we say in our urban and 
industrialized life with the wreckage of banks and savings all about us as we could 
when we were an agricultural society that indigent old age only results from 
indolence and thriftlessness. 


In fact the luckless sufferers from these great social risks seem more and more 
to resemble the figures in Greek tragedy and to be, like them, the personal victims 
of impersonal forces. It is only proper, therefore, that a large part of the burden 
of these risks should be borne by employers, by consumers, and by those with large 
incomes. There is, of course, considerable truth in the contention that assessments 
upon employers will be shifted forward to consumers in the form of higher prices or 
back upon the workers in the form of a lower wage scale than would otherwise be the 
case. But even if shifted forward, a large share of the burden would be transferred 
to other classes than the workers since they are by no means identical with the 
consumers. Some of the costs,for example, may come out of monopoly or quasi- 
monopoly profits. Moreover, to the degree that the government contributes from 
funds drawn from levies on large incomes and excess profits and from taxes on bare 
land values the funds will be derived from rents rather than costs and will reduce © 
monopoly gains rather than raise prices. 


All this being the case, it would also seem proper that in a system of truly 
social insurance greater relative benefits mignt well be given to those in greater 
relative need. Thus, if benefits are paid as a percentage of wages this percentage 
might be larger for the lower wage groups than for those with higher wages,although 
the absolute amount of the benefits would still be less. Furthermore, dependents 
allowances might be given within limits in the case of sickness and unemployment 
insurance. This may sound strange to those trained in the system of individualistic 
insurance where the bachelor or the persons in the upper wage or income brackets 
will domand as many advantages as those with larger burdens or smaller resources. 
But social insurance in trying to provide a net to break the force of the fall, 
may well recognize that the fall is not equally severe in all cases and may temper 
the protection in some relation to the noed. , 


III 


One of the most common objections ef the insuranoe fraternity to unemployment 
insurance and in a lesser degree to health insurance is that such steps are actuar- 
ially unsound, gince sufficient data does not oxist to permit any accurate rela- 

- tionship to be drawn up between premiums and benefits. There are several replies 


to this: 
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1. Unsatisfactory as our statistical material is on the past and present ex- 
tent of unemployment there is already more data on this subject and on sickness 
costs as well than the objectors are commonly willing to admit. As I have mention- 
ed, my own estimates were for an average of 10 per cent in manufacturing, mining, 
transportation and construction during the years 1897-1926 and for a range between 
a low of around 5 per cent in 1918 to a high of 23 per cent in 1921. These 
estimates were derived from subtracting the probable numbers employed from the 
estimated labor supply, and while any such method of residuals contains the possi- 
bilities of multiplied error, an independent check of the figures for manufacturing 
and transportation during 1889 and 1899 with the census data on unemployment for 
those years shows a fairly close agreement. There is also a relatively close 
correspondence with my figures for 1915 and the wnemployment indicated by the 
censuses undertaken by the Bureau of Labor Statistics in that year. 


Finally we have the Unemployment Census of the spring of 1930 which showed an 
unemployment rate of 8.5 per cent in the non-agricultural occupations although 
this would be somewhat increased if we eliminated the self-employed such as store 
keepers, small entrepreneurs and independent professionals for whom no satisfactory 
test of unemployment can probably be worked out. We also have very complete 
statistics on employment and which can be spliced to the bench-mark averages of 
1930 to make approximate estimates of the amount of unemployment. 


Once taking a given percentage such as 10 or 12 as the most probable average 
volume of unemployment, we can find the cost by subtracting the portion of the time 
which will be eliminated by a waiting period of a given length as well as by the 
imposition of a maximum benefit period. Deductions should also be estimated for 
those who will be disqualified for having left their former position without suffic- 
ient cause and those who refuse suitable employment. Then the percentage of com 
pensated full-time unemployment should be multiplied by the average per cent of 
benefits of wages. Administrative costs which from German and British experience 
should be not far from one-seventh of the benefits should be added to this as 
should also an allowance for such compensation for short-time as is provided. In 
addition to all this, a further reserve should be provided against catastrophes. 


So far as health insurance is concerned, we have the rather thorough sickness 
surveys of the Public Health Service which as I have said indicate that disabling 
sickness accounts at any one time for 2 per cent of the population. The Committee 
on the Costs of Medical Care have also accumulated an invaluable set of data upon 
which the costs of medical benefits can be based. The experience of European 
systems of health insurance indicates, however, that there is a tendency for the 
relative number of days compensated to increase under health insurance. This is 
due both to the fact that health insurance permits people to absent themselves 
from work when they are sick instead of feeling forced to work as is so often the 
case now and also probably to some tendency towards malingering. Judging from the 
records of the Buropean systems I would think it unwise for the cash benefits por- 
tion of the system to be based on anything less than an average loss of 9 or 10 
days per 300 day year. The costs for medical care could apparently be wel) handled 
through average per capita premiums of around $20 a year. 


2. The opponents of social insurance seem to demand a far greater degree of 
actuarial precision as a prerequisite to the launching of such a system than 
characterized most of the present forms of insurance when they were initiated. 
Thus the first type of insurance seems to have been marine insurance which appar- 
ently developed in the Mediterranean cities during the fourteenth ooutyry and 


which was well established by the first part of the fifteenth century.* Certainly 


1.See Economics, p.98; and Zartman and Price,Yale 
Readings in Insurance, p+ 55. 


there were not then sufficient actuarial data on the relative losses of ships at 

sea or the chances which a man ran of dieing during the voyage or of being captured 
by Moorish pirates to permit any very accurate system of premiums, yet such insur- 
ance was sold. Had the present objectors against social insurance been transferred 
back to those earliest times with all of their present scruples they would un- 
doubtedly have opposed these early ventures, and had they been successful they might 
well have prevented insurance itself from getting under way. Even today, it may be 
hazarded, the data on marine losses are not sufficiently accurate to forecast with 
any real degree of precision what future calamities may bring. 


Similarly if we take life insurance, we find that the first insurance organiza- 
tion in the English speaking world was organized in 1699 in England and not far from 
fifty companies were started in the next twenty years. Modern life insurance began 
perhaps with the formation of the Equitable Assurance Society in London. And yet 
virtually all of the statistical material which was available at this time was John 
Graunt's rough mortality table of 1662 based on London records, Halley's table based 
on the returns from Breslau, Germany, and Dodson's figures for London. All these — 
were very incomplete and the Equitable Society was only able to survive because 
Dodson's figures over~estimated the number of deaths which the company experienced. 
So risky and unsound did this project seem that Parliament refused to grant the 
society a charter. Certainly for a long period of time the life expectancy and 
mortality tables were extraordinarily insufficient for life insurance work. In all 
consistency, therefore, the present objectors to unemployment and sickness insurance 
should feel that it was a great mistake to launch these life insurance companies at 
the times when they were started. If I may hazard a guess I would say indeed that 
the life insurance companies owe their present prosperity partially to the develop~ 
ment of public health measures which have steadily reduced mortality during the last 
thirty years. The insurance companies with premiums based upon earlier and higher 
mortality figures have gained from this reduction. In other words, the drift of 
developments has been in their favor, but had the death rate moved in the opposite 
direction they would have lost heavily. 


If we turn to fire insurance, we apparently find it developing in London after 
the Great Fire of 1666 when the mercantilist Nicholas Barbon became the first under- 
writer.2 I cannot believe that any statistical table had then been drawn up which 
showed with any accuracy the fire hazards of buildings in that city. Nor does it 
seem probable that Benjamin Franklin and his associates had any precise idea of 
. What the fire risks of : Philadelphia were when they started the first fire insur- 
ance company in this country in 1752. Wire insurance, moreover, has periodically 
broken down because of its inability accurately to forecast the possibility of 
catastrophes as was evidenced by the way that the Chicago fire of 1871 found 68 
of the existing 202 fire insurance companies completely out of business and com- 
pelled 81 more to suspend temporarily or withdraw from active operations outside 
their own state.° Following this came the Boston fire of 1872 which made 32 more 
companies insolvent.* Then came the San Francisco fire of 1906 which bankrupted 
a number of companies and led others to scale down their payments.° If a great 
city like Chicago or New York were to burn today it is almost certain that a number 
of companies at the very least would find it difficult to survive. 


1. See article by Miles M. Dawson on The Development of Insurance Mathematics; 
Chapter VII in Zartman and Price, Yale Readings in Insurance, p. 104. 

2. Briarley, Fifty Years of a Civilizing Porce, p- 17. 

3. Call and oe Qne Hundred Years of Fire Insurance, p. 117. 

4. Ibid, pe 119. 


5. See, Seventy-Five Yoars of Fire Insurance, published by the Springfield Fire 
and Marine Insurance Company, pp. 38-42. Also, Mowbray, Insurance, p. 67. 
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May I also call to your attention the very interesting fact which my colleague, 
Professor S. H. Nerlove has shown, that mest of the fire and marine insurance com 
panies lost money during the first half of the twenties on their underwriting 
business.! The underwriting losses for 206 companies amounted to 130.6 millions of 
dollars. If we offset against this the total underwriting gains for the remaining 
84 companies of 28.3 millions we have a net underwriting loss for the 290 companies 
as a whole of 102.3 millions for the five years of 1921-1925 inclusive. The 
relative underwriting losses of the firms wore quite heavy amounting to 6.2 per 
cent of the premiums of the Firemen's Insurance Co., 5.9 per cent of the premiums 
for the U. S. Fire Co., 4.9 per cent of the Automobile Insurance Co., 4.5 per cent 


of the Hartford Fire, 3.7 per cent of the American, etc. 


How then were these 290 companies able to meet these losses and show the net _ 
profit which they did? Mr. Nerlove shows that this was due in part to interest on 
investments but far more from gains on investments, in stock’, bonds and mortgages. 
Their gains on investments for this five year period were indeed no less than 486 
millions of dollars or four and a half times their underwriting losses. The com- 
panies, therefore, in effect subsidized the writing of insurance during this period 


by their fortunate handling of liquid funds. 


Furthermore, I should like to query how much statistical data was available 
when companies began to write tornado and windstorm insurance, explosion insurance, 
riot and civil commotion insurance, earthquake insurance, property damage from 
falling aircraft, aviation insurance, sprinkler leakage insurance, etc., etc.* 

I am also curious to know how adequate the statistical purists believe the original 
or even the present actuarial data to be on such further forms of insurance as 
those against plate glass breakage, check forgery, burglary losses, automobile 
theft, automobile accidents.5 That even the field of industrial accidents is not 
one which is susceptible to very accurate calculations can be seen from the fact 
that the stock insurance companies have apparently been losing on their workmen's 
compensation insurance. Thus Dr. Kulp shows that for the ten years from 1917 to 
1926 the stock companies had an average yearly loss of 2.1 per cent. 


The truth of the matter is that no set of industrial data is perfect. There 
is a certain margin of error in all actuarial estimates. And in most fields of 
insurance this margin was very great when insurance was begun. We cannot, there- 
fore, consistently impose infinitely more severe standards upon insurance against 
unemployment and illness than upon these forms unless we believe that the initia- 
tion of all insurance was ean error. And I would hardly suppose that the latter 
attitude would be assumed by teachers of insurance or the insurance fraternity who 
indeed owe their positions to those hardy pioneers who were willing to take some 
risks for the sake not only of their pocketbooks but to reduce the area of risk. 


As a matter of fact, the statistical matorial on the extent and costs of 
unemployment and sickness is probably appreciably more abundant than that which 
most forms of insurance possessed until they became relatively mature businesses. 


3. In practice we shall only obtain completely accurate data on the relative 
volume of unemployment if we install unemployment insurance. For only this will 
furnish us with data on the full numbers of those employed and unemployed and per— 
mit not only general averages to be computed but those for specific industries as 


1. S.HeNerlove, "Investmonts and Firo and Marine Insurance," Journal of Political 
Economy, Vol. XXXv (1927) PPe 127-135. 

2. Seo C.HsHubbard, Where Fire Insurance Leaves Off? 

3. Soe C.A.Kulp. Casualty Insurence. 

4. Ibid., Pe 237. 


well. To say that we favor unemployment insurance in principle but that we should 
not install it until we have adequate data is, therefore, tantamount to the nursery 
story of the mother who let her child go out to swim only on condition that she 
never went near the water. Unemployment insurance, as I have hinted, is not 
unique in the insurance family in this respect. Most branches of insurance have 
started with a very imperfect actuarial base and have improved their rate structure 
in the light of the experience which they collected. It has in fact been a common 
custom for the insurance companies to "buy" experience as they go along. There is 
no reason indeed why the social insurance system should not do likewise. For if 
we wait until complete certainty is established, we shall postpone action indefin- 
itely. There is, therefore, real wisdom in the dictum of Ex-Justice Oliver Wendell 
Holmes, "Every year, if not every day, we have to wager our salvation upon some 
prophecy based upon imperfect knowledgo." 


4. I will grant, however, that there is a greater element of recurring 
catastrophes in the form of’ business depressions than occurs in the case of life 
and fire insurance. This does make the insurance problem a more difficult one in 
the case of unemployment insurance than exists in these lines, although not 
necessarily more than in the case of certain other lines which I have mentioned. 

An actuarially correct system should accumulate excess reserves against the 
catastrophe hazard of depressions which are of more than ordinary severity. Moreover, 
it should not be forgotten that if the benefits provided under health and wemploy- 
ment insurance turn out to be more than the premiums can support, the two can be 
brought into balance by decreasing the benefits or increasing the premiums. Nor in 
_view of the social nature of such insurance would any real principle be violated if 
government grants or loans were made to the system so that the benefits might be 
kept upe The government has made similar grants to support private insurance 


companies in recent years without many protests being raised upon the part of the 
insurance companies. It has also permitted the contract obligations of the insur- 
ance companies to give cash in return for the surrender of insurance equities to 
be suspended. There has been no storm of objections on the part of the insurance 
companies to this. There would seem to be scant ground for criticism, therefore,if 
the government should on occasion lend a helping hand to the system of social in- 


surance. 


5e I hope that I shall not be accused of argumentative point scoring if I 
yenture to recall the fact that the Metropolitan Life Insurance Company was, for a 
number of years after 1925 more than willing to write unemployment insurance on a 
commercial basis. A bill was introduced in the Now York legislature giving the 
private companies the legal power to do se and certainly at the very least this 
bill was viewed benevolently by tho Metropolitan, although it was finally vetoed 
by Governor Roosevelt. Moreover in 1925 Mr. R. A. Hohaus, an actuary of the 
company, in an official bulletin of that company declared: "At least one insurance 
company feels that the problems of writing unemployment insurance are not insur— 
mountable and it is optimistic about the practicability of this type of insurance. 
As soon as the insurance laws are amended so that it may offer this type of cover- 
age, it will do so."1 At the same time Mr.Haley Fiske,the then President of the 
Metropolitan stated that his company was "willing to exporiment with unemployment 
insurance and it already has fommlated rough plans on which to work once the 
legislature has given us the reqhisite laws." 


Since the defeat of the bill granting such authorization and the deepening 
of the depression, this company has reversed ité stand and in several pamphlets 


1. ReAsHohans, A Practical Phase of Unemployment Insurance, Metropolitan Life © 
Insurance Company, 1925, quoted in the Report of Ohio Commission on Unemployment 
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has not only qwstioned the insurability of unemployment but has rather argued 
against it. It has done this despite the fact that a unified public system would 
not be exposed to the same danger of a concentration of unfavorable risks to which 


competing private companies would be exposed. 


Now I am quite ready to believe that it was the severity of this depression and 
not the closing of the field to the private companies which has caused this reversal. 
Catastrophes such as the present doprcssion menace any system of insurance in the 
same way that the Chicago and San Francisco fires menaced fire insurance. But these 
latter calamities did not lead the bolievers in fire insurance to throw up the sponge. 
Instead they pushed on. So should wo in the matter of unemployment insurance, al- 
though we should take care to set up a reserve against catastrophes in excess of an 
ordinary business depression. 


Iv 


The objectors to social insurance sometimes allege that these types of insurance 
differ from existing forms in that social insurance will greatly increase the hazards 
which are being ensured against. But this in fact tends to be true to a greater or 
less degree of virtually all forms of insurance. Fire insurance has stimulated many 
to burn down their homes or places of business in order to collect insurance. Marine 
insurance during the nineteenth century lead many deliberately to wreck their ships 
as the novels of Charles Reade and the Parliamentary debates show. Automobile in- 
surance makes many less careful and life insurance stimwlates suicides. But in all 
of these cases the evil which is done is correctly judged to be less than the good. 


It is just so with insurance against unemployment and sickness. Granted that 
there may be some tendency for the insured not to look for work or to feign sickness 


this is not likely to be very strong in view of the following: 

(1) The benefits will always be appreciably less than the wages. 

(2) A waiting period will be required before any benefits are paid. In the 
case of unemployment insurance this waiting period may amount to between three and 
five weeks. 
(3) So far as unemployment insurance is concerned there will at the very 
least be an appreciable further period of disqualification if the worker leaves his 
job without just cause or refuses to accept suitable employment. 

(4) Controlling agencies to check malingering will be set up in addition. 
The public employment offices will not only require the unemployed to register three 
times a week during working hours but will refer them to jobs and thus be able to 
administer the work test in a way which is impossible for the rolicf agencies at the 
present time. Similarly a medical organization will be created under health insur- 
ance to check on the cases of illness. In addition both unemployment and health 
insurance can be used to reduce the losses which are being insured against. Thus 
there can be no question that a very large proportion of the American public suffers 
from inadequate medical and hospital care because of the high individual costs of 
such treatment. A system of insurance through moderate annual payments would permit 
the omployed workers and it is to be hoped their families as well to consult their 
doctors freely and to receive hospital care when needed. With all this could also 
be tied up annual medical examinations which would permit diseases and weaknesses 
to be discovered and treated in their early stages. The net result would be an 
appreciable improvement in the vitality of the American people. At the same time it 
would largely solve the doctor's dilemma, about which Bernard Shaw has written so 
graphically and by giving the medical profession a sound and assured source of in- 
come would permit them to concentrate upon the task of furthering health and reduc- 


ing sickness. 


Unemployment insurance can also be used to reduce unemployment. The reserves 
accumulated in periods of prosperity can either be inwested in government bonds or 
deposited in the Federal Reserve System. In either event the possible undue stim 
ulation of investment during such periods can be avoided by sterilizing a portion 
of the cash reserves and checking credit expansion by a multiple of this amount. 
Then in periods of depression either Treasury or Federal Reserve notes can be 
issued upon these bonds or deposits which will be paid out as benefits and thus 
serve to buoy up consumption and exercise a stabilizing influence upon consumption 
and hence upon production. It is not without significance that at the low point cf 
the depression Great Britain with a complete system of social insurance experienced 
a fall in output of only about 20 per cent from 1929 while with us the decrease was 
nearly 50 per cent. 


Once a system of unemployment insurance is under way, the premiums of individ- 
ual companies and industries could be varied in such a way as to stimulate them 
to regularize production as much as possible by reducing seasonal fluctuations. 
I am one of those who believe that the possibilities in this line are much less 
than those commonly claimed but probably something can be done in the case of 
standardizing commodities which are not directly exposed to climatic changes. 


v 


May I now deal with certain miscellaneous problems of social insurance? 


1. The maximum benefit period under unemployment insurance should be limited to 
not less than 20 or more than 26 weeks. It is probably impossible under present 
conditions for the insurance system to assume unlimited liability for unemployment 
and the fixation of maximum limits of responsibility should reassure objectors who 
have been afraid of the system being swamped. After this maximum period has been 
exhausted, then a government financed system of emergency benefits should be pro- 
vided which would be graduated according to need, and in return for which the 
recipients should either receive training or perform work of a public nature. 


2.4 broad system of pooling should be adopted in order to equalize benefits. 
The volumc of unemployment is so much heavier during a depression period in the 
durable goods industries than in the field of non-durable consumers goods that 
equal contributions to plant or industry pools wuld result in grossly unequal bene- 
fits. For this reason, therefore, a state-wide pool as proposed in the bills in- 
troduced in the legislatures of Ohio, New York, Maryland and New Hampshire is far 
superior to the company reserve system of Wisconsin. 


Moreover, since unemployment is much greater in some states than in others, 
it is desirable to have a national re-insurance fund which can come to the aid of 
well-managed state funds which have a greater incidence of unemployment. 


3. The system of old age protection should be a dual one. What is ultimately 
desirable is a system of contributory old age annuities to which the workers would 
begin to contribute as they ontered industrial life. Estimates made some seven 
years ago by Miles M. Dawson indicated that yearly contributions of $15 for males 
beginning at the age of 18 would when compounded at 4 per cent provide annuities 
of $365 for the years after 65. 


The installation of such a system would not, however, provide for those who 
are now over 65 years and in need and who would not have any prior payment of 
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premiums with which to be credited. Nor would it provide for those now in industry 
who belong to the more advanced age groups. For it is only when the contributory 
annuity system is started for the young men and women that the premiums can be low. 
If it is begun for those in the upper age groups, the premiums will be excessively 
heavy if the system is kept self-supporting. Thus, Mr. Dawson computed that for 
males entering the system at 50 years the annual premiums would have to be $124 in 
order to ensure an annuity of $365 at the age of 65 while for those entering at 55 
and 60 years the annual premiums would have to be $220 and $523 a year respectively. 
The working class of the country cannot of course support such payments. 


The best way of taking care of thesc groups is through some outright system 
of old age pensions financed by the government which will be givon to those in need. 
Such laws are now in effect in some tweity-cight states and need to be extended to 
others. In order to obtain this extension and at once to lighten the burden upon 
real estate in the individual states and to provide more adequate pensions, federal 
grants to the states of at least one-third of the total cost are needed. This was 
the principle of the Dill-—Connery bill which was up before the last Congress,and 
it is perfectly sound. 


Ultimately some system will have to be worked out so that those who transfer 
from one state to another during the fifteen or twenty years prior to their 65th or 
75th birthday shall not, as now, lose their eligibility. This clearly requires the 
creation of a national rather than a state system for the contributory old age 
annuities and some added national funds to help finance the straight-out pensions 
given to those in the transitional period. 


4. In the construction of the health insurance system emphasis should be plac- 
ed upon the medical benefit, so that it may include in addition to the services 


of the general practitioner those of surgeons and dentists as well as a moderate 
amount of hospitalization in addition. 


A GENERAL SYSTEM OF SOCIAL INSURANCE IS NOT A PRACTICABLE IDEAL 


by 
Lincoln H. Lippincott . 


Address delivered at the Annual Convention, American Associa- 
tion of University Teachers of Insurance, December 27, 1954 


Dynamite wordst How carelessly we toss them around with 
slight regard for the consequences. We say freedom and to some it 
means anarchy. Liberty is interpreted as license. Value is scorned 
as materialistic. Economics becomes a label for panaceas,. Insurance 
is interpreted as any method for securing not only the future but 
even the present. A group of workers seriously demand unemployment 
insurance as a means of solving the present depression. Sir William 
Beveridge says that, "the collective bearing of risk is insurance”. 
Verily it becomes an elastic term and with its extension, its use- 
fulness for careful, thoughtful consideration decreases. Apvly this 
definitiom and most of the activities of government are insurance 
projects. No wonder the world subscribed to the theory that arma- 
ments were insurance against war. Twenty years ago we discovered 


the falacy of this. 


As teachers of insurance we appreciate the necessity of de- 
finition. We cannot permit it to be lightly brushed aside as non- 
essential. 
What is the meaning of "general system", of "social insur- 
ance", of "practical ideal". Dr. Huebner wrote me, "The concept of 
social insurance, as I conceive it, will involve, unemployment in- 
surance, Old age pensions and the various coverages related to ill 
health and accidents occuring to the average worker before he reaches 
the retirement age." 

My first impulse was to analyze the existing forms as 
specified within the scope of our problem, to establish the character- 
istics which make them social. The outstanding element appears to be 
that the loss insured against must effect not only the individual 
exposed but society as a whole. Why then leave out life insurance? 
Certainly the death of the bread winner without provision for the wel- 
fare of the family means a loss to the community. By this token 
large part of fire insurance should be also included. Particularly 
in these days when public costs are increasing and the taxable base 
is decreasing, a device which restores this taxable basis may proper- 
ly be called social. 

It is not necessary to labor this point. The leading ad- 
vocates of social insurance are quite clear in their purpose. Mr. 
Abraham Epstein says that social insurance, "aims to secure the work- 
er and his family against the economic emergencies resulting from 
the temporary or permanent loss of a job through unemployment, 
“sickness, invalidity or old age, and against those other emergen- 
cies which arise from the death of the bread winner, the illness 
and burial of a member of the family, the birth of a child or the 


burden of supporting a large family. 


Dr. Barbara Armstrong says it consists of "a rounded out 
legislative scheme for insuring to the worker the essentials of life". 
In her opinion insurance distributes over the whole working group the 
expenses that fall so unevenly on the individual. To use her own 
words, "the compelling reasons for using social insurange against 
these risks rather than provate commercial insurance are purely pract- 
ical ones." Certainly there should be no misunderstanding as to the 
content of social insurance. 

It is possible to agree as to the theoretical aims and to 
disagree heartily as to the means suggested. It is not necessary to 
read in to this proposal such consideration of method. Mr. Epstein 
has well stated them in these words, "Any social insurance program 
to be successful must therefore rest uvon the following fundamental 
principles, first, the benefit of insurance must be extended to the 
largest possible number through legal compulsion; second, the cost 
of insurance must be distributed among all of the elements of society". 
This is the meaning of "general system". 

I mentioned dynamite. A power very useful in constructdn, 
but dangerous in careless hands, Hidden dynamite for the institution 
of insurance is in this proposal. Of course there is no. use worrying 
with definitions of insurance, and argument will not avail if the 
objective of social insurance is to be that laid down by Mr. Epstein. 
In his book "Insecurity", on page 24 he states, "social insurance 
strives to achieve a more equitable distribution of the national 
wealth." Certainly there is no use in our teaching that insurance is 
a device for the distribution of risk, if this is a legitimate 
function, 

It has always been recognized that the balance of proof is 
on the affirmative. In relation to unemployment there has been an 
almost absolute disregard of this principle. Few advocates have made 
any attempt to prove the risk insurable. This essential has been 
assumed. A very practical means of winning an argument. As Father 
Walsh of Georgetown University said recently, "Let me assume my major 
premise and I will argue with you on any subject." 

A general system of social insurance that includes un- 
employment provisions can be shown as entirely impractical for it can 
be demonstrated that unemployment is not an insurable risk. Apply 
the requisites laid down by Joseph L. Cohen in his book "Unemployment 
Insurance”, He says, first, that to be insurable there must be a 
risk whose nature can be clearly specified. Second, large numbers 
must be exposed. Third, it must be a risk which appeals to those on 
whom it is likely to fall as a menace against which they would if 
they could provide. Fourth, it must be capable of being calculated 
with some degree of certainty. If this is an adequate criteria it 
must stand all tests. Apply it to the risk of flood which faces the 
property holders in many of our river valleys. This danger meets 
every One these test and yet it cannot be insured against. Mr. 

Cohen has not gone far enough. He gives no consideration to the 
catastrophe hazard, to the fact that the necessary rates may be 
prohibitive, and to the very essential fact that it is the purpose 
of insurance to substitute certainty for unecrtainty, that where 
losses are certain insurance cannot be used, 


Reference is repeatcdly made that unemployment insurance is 
working in Europe. Mrs. Sidney Webb, in testimony before the Royal 
Gommission on the British Unemployment Insurance cxperiment declared 
that the calling of the original scheme by the namo of "insurance", 
"was a terrible cxample of the misuse of technical terms". In ex- 
planation, she stated, "the intervontion of a third party, the govern- 
mont, free to change at its will, the rates of contribution and bene- 
fits, and even the condition of ocligibilty to benefits, takes the 
matter at once quite outside the catcgory of an insurance policy, as 
the term has always hitherto beon understood." She futher declared, 
"any government subvention knocks the bottom out of any claim to an 
actuarial basis." Commissioncr Trouncer agreed with her. According 
to Sir Alfred Watson the original act was a device by which the prin- 
ciples of insurance were mixed with those of deposit banking. A 
study of the history of such legislation in both England and Germany 
will indicate that fow insurance principles have been applicd. In 
both countries loans have bcen advanced because the premium securod 
was so woefully inadequate to mect the demands upon the systom. In 
Germany in spite of a canccllation of loans to the extent of 
625,000,000 marks, and additional grants, thore was still a deficit 
of 76,000,000 marks in November 19350. Can such a system be truly 
callcd insurance? As a mattor of fact once ostablished there sccms 
little tendency to operate upon an insurance basis, and so an ad- 
vocate of unemployment insurance records that an English investiga- 
tion in 1926 showed that only 52% of the insured had drawn bencfits 
over a period of five ycars. Imagine the consternation in a claim 
department of one of our insurance companics if coven 25% of those 
insured were to collect bencfits. The very foundation of insur- 
ance rests upon the fact that relatively a very small part of the 
whole group suffers loss in any onc poriod. We must not forgot that 
insurance is only one device for risk boaring and that it has 
very dcfinite limitations of application. 

The proper ficld for insurance is limited to those risks 
which are static in nature, to those uncertaintics which in so far 
as the individual is concerned cannot be measured or forctold. The 
loss must be one that clearly cannot be caused by the individual or 
that can be so hedged about by safeguards that make the detcction 
of other than accidental occurance rcasonably p@ssible. The ap- 
plication of insurance to dynamic risks, as for instance, the in- 
suring of business profits, results in an absurdity, because tho 
rate would have to be cqual to the profits. On the other hand ecvon 
if it were possible to charge lcss than the profit the guarantce 
would attract so much now capital and so increasc the supply as to 
eliminate profit ecntircly. Employment cannot be separatod from 
motives, or divorced from personal prefcronce, or in its larger 
aspects isolatcd from the cffcocts of supply and domand. Woe have 
scen how cven surctyship cannot be successfully uscd to guarantce 
valucs. 

The oxtent of uncmploymcnt in this country, the causcs 
which may be presumed to havo brought it about, the frequency in 
which it has occurred in both England and Germany indicate its pre- 
dominant catastrophe naturc. Prcesuming that such a catastrophe is 
analogous to this hazard in fire insurance, in workmen's compensa- 
tion and similar forms, it is rcmarkablce that no advocato of unom- 


ployment insurance has made any provision for ro-insurance. It may 
properly be concluded then that unomployment insuranco docs not 
belong in a social insurancoc scheme. 

It is impractical to include unemployment even if this is- 
suc is not raiscd for unemployment provisions neccssariiy involvo 
ceonomic planning. The very nature of the problom includes clements 
of control that are cortainly not cssontial in any of the other 
forms of cxisting insurance to which I have reforred. Morcover such 
control and purpose have been stresscd by its advocatcs. We are 
told that the systom will not work without employment cxchangces. 
Then too, prevention has become a recognized adjunct of insurance 
operation. Prevention of uncmoloyment involves the markct, profit 
motives, consumor roscarch, for fluctuations in cmployment are 
cortainly duc to fluctuations in domand, and fluctuations in demand 
are duc to fluctuations in the viowpoint and condition of the buyer. 

At our me ting last yoar when Dr. Kulp said that a major- 
ity of state and other commissions had decided in favor of unoemploy- 
mont reserves, rathcr than unomployment insurance, I fclt at last 
that those in the insurance business would be in a position to give 
constructive help to a worth whilc movomcunt. Romove unemployment 
from a systom of social insuranco and the whole hearted coopcration 
of the insurance intcrcests in dcaling with it could bo sccurcd. 
There would no lonccr be the thrcat of an apparcnt proof of tho 
effectiveness of compulsion resulting in its application to real 
forms of insurance. 

An actual failure of resorves to accomplish the purposco 
dosircd would not vring the whole institution of insuranco into dis- 
repute. If unomploymcent rclicf was advocatcd on a purely resorvo 
basis it could be considered on its own merits. Thoro is the thought. 
that will not down, that tho torm "insurance" is used to suggest an 
actuarial basis which docs not cxist. There would no longcr be the 
‘suspicion that unemploymunt was includcd in a social insurance pro- 
gram because tho other cxisting insurance coverages that are to be 
incorporated in such a scheme serve to swecton the pot. 

There is no question but that bonefits can be provided for 
invalidity, accidental injury, death and these other hazards on an 
insuranco basis. It is also clcar that the methods of operation in 
regard to unemployment are cxporimental, Its cxclusion from the 
discussion of social insurance would simplify the issucs and aid 
logical decision. 

_ With or without unemployment insurance a gconcral systom of 
social insurance is impractical. This impractibility can be proved 
by a chain of inevitable devclopment; that social insurance mcans 
compulsory insurance: that it rests on this principle of lcgal cn- 
forcement. No argumcnt is n.ccssary on this. Compulsion is admittcd 
and insisted upon by the advocates of social insurance. 

If we mcroly considcr aims and only a statistical analysis 
of necds, many would subscribe to this mcthod; but when we romomber 
that compulsion has in it the scoeds of stato operation we appreciate 
that other practical considcrations ovcrwoigh these factors. With 
some this is not difficult to swallow, they frankly admit that it is 
their purpose to cstablish state funds or cvon national operation. 
Expericnee has clearly shown in connection with both workmen's com- 
ponsation and automobile liability insurance that whenever you have 
any cloment of compulsion tho agitation for tho state to provide in- 
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surance facilitics is incvitable. It is also alcar that once you havo 
a state fund cstablished thcre will be a continual attompt to mako it 
monopolistic. 

The individual who has been persucded to insure is more in- 
tercusted in the constructive valucs of his insurance. *arge number 
of those who insure because forced to, are concerned solely with mect- 
ing the requirements at the least p ssible cxpcnse. To thom the so- 
cial and economic purposcs sre secondary, the form and not the sub- 
stance is the main objective. 

As far as I know no one has yot beon able to devise a sys- 
tom of state operation which can be divorced from political control. 
Of necessity action must be predicated uvon vote gotting rather than 
sound principl.:s of cfficicnt operation, 

This is vory clear in the British system for Unomployment. 
Pressure to extend bencfits, to include more workers, to reduce re- 
strictions, has been overwhclming. Originally the contributions wore 
to be vroportioncd cqually betweon omployed, omployers and the 
government, but in Merch 1931, employcos were providing 15 6/10% of 
the funds, employers 15 6/10%, and the government 70 8/10%. We do 
not necd to go to Europe to prove this point. The history of work- 
men's compensation is fillcd with numerous examples. In monopolistic 
stnatcs the modification of rating plans so thet the cost might be 
equitably distributcd has time and again been prevented by politically 
powerful groups. In 1922 a committce of the Cincinnati Chamber of 
Commerce aftcr an oxhaustive impartial investigation, recommencacd 
that Ohio Worlments Compensation Insurance be opened to competition. 
There is reason to belicve thet it was largely p litical pressure 
thet prevented such action, 

In addition to the dangers and difficultics of lcgislative 
control, the incofficicney of the state in insurance is amply dcemon- 
strated. Professor Bowers wrote in 1930 in his book "Is It Safe To 
Work", "that stato inspection is soroly deficicnt is apparent to all 
who are familiar with the situation." Furthcr ho says, "when the 
United States government entercd the Yorkmen's Cornpensation ficld 
it had a splendid opportunity to s.t an example of good busincss 
mothods to all the states. It failcd to tako advantage of the opport- 

One of the avowed purposes of Workmen's Compensation was to 
encourage the prevention of accidents. That prevontion activitics in 

monopolistic statcs nre inforior to those pormitting competition is 
sustaincd by facts. But this is sup osed to be offsct by the reduce 
tion in cost. Prompt payment was another cnd to bo desired. Dre 
McCahan, in his thorough study of State Funds, found that promptness 
in payment was not the rule in a monopolistic scheme, that compoti- 
tion cneouraged it. In Massachusotts wh re thcre is no stato fund, 
en investigation discovered thit payments wcre made by private com- 
panics in one half the time required by the industrial conmission in 
Ohio. In speaking of the stimulus of private competition ho made 
this significant statoment. "It is to bo rogrotted that most funds, 
competitive as well as monopolistic, are not subject to the same 
stiumulug and while they keep ecxncnse ratios lowcr, injured workmen 
eontinuc to bear the burdon of thoir noglect,."” 

It is herdly necessary to touch on all the other points 
which a careful study will rovonal as decided doficicncics in stato 
operation, from the basis of cssential scrvices or even from tho 


\ 
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standpoint of financial safety. Porhaps the state could bo offi- 
ciont as nn insurance carricr but so far the faets aro not cncoura- 
ging. The bankruptcy of state bank deposit guarantco funds in evory 
instance, tho wiping out of stato firc insurance funds by a single 
large firo that a private compsny would hnve taken in its -trido, 
the conversion of such funds into non-liquid building ventur>s, 
should at least be warning signs. The negative results of the state 
in tho insurance business off sct and cancel any possible bencfits. 
Perhaps the insurance companies aro protccting thomsclves when they 
opvose the institution of state funds. This is enlightened sclf- 


ishness,. 

It has been my privilege to know personally and to study 
because of my inter: st in social welfare, men who occupy positions 
of responsibility in a numbcr of companics. I have found them ready 
to help the unfortunate, eager to sponsor social reforms. After all, 
the insurance workors are ecxvosed to the same kinds of hazards that 
beset other citizens. They too, are interested in sccuring the bet- 
ter life, but they kecp thoir fcet on the ground. In protecting 
their own business they are protccting the public gencrally. No 
matter how altruistic your aim if you compel part of tho people to 
insure in state funds you sre endangering the institution of insur- 
and which is already a vital service to anothor large part of the 
people. To illustrate, provide a state fund to furnish industrial 
life insurance. It will only be a mattor of time when the managers 
of the fund will scek to improve its mortality oxpericncee by in- 
cluding those who now are covered by privately sccured ordinary in- 
Suroncce 

Those who tell us that it is only bocause of the vigilant 
supervision of the Statos that the private carriors are prevented 
from inflating promiums and deflating payments in the next breath 
propose that this supervision bo oliminntced. When you »ut tho state 
into the insurance business you automatically climinate real super- 
vision. Tho practices ofNs‘tate funds in relation to rates, scrvico 
and financial sccurity would cause tho insurance commissioner to 
close up a private company in short ordcr, 

We are told that unemployment insurance alonc, under the 
provisions of the Wagner bill, would at the peek accumulate approxi- 
mately ton billion dollars. Such an accumulntion during 2 period of 
prosperity would represent the greatest inflationsry influence and 
the excesses which many fecl -re responsible for our present depress- 
ion would be exhilaratud thereby. In time of unemploymcnt the rapid 
liquidation of such funds would tend to aggravate the very purpose 
for which they been accumulntcd. 

And yot it is proposed to add to this concentratod respon- 
sibility the promiums from the truc forms of insurance as well, The 
S whokstructure of constitution:l governmcnt has as one of its core 
ner stones, the control of taxation snd expenditure by the pcople 
through their clected represontrtivos. I do not claim that this 
control has been perfcct but it hss more cloments of safoty, of kecp- 
ing the citizen olive to the fact that ho pays for all governmental 
expenditures. 

If we consider a goncral system of social insurancoc with 
unemployment provisions climinatcd, we discover that such a systom 
is unnecessary. Ample facilitics already cxist to care for ovory 


need othcrwiso enumeratcd, 
Annuitics provide protection against dependent old ago at 


reasonable cost, 
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Lifo insurance through group, industrial and ordinary polic- 
ics is within the roach of all who would contribute to social insur- 
ance scheme. 

Workmen's Compensation insurance is demonstrating its 
effoctivencss in indomnifying for nccidental loss =? income “re to 
work injurics and hrs rcduced tho hazard of industry. 
arc being made and undor consideration for tho inclusion of propor 
occupational discascs. 

Accident and Health insurance can bo sccurod on a better 
basis from private companics than is contcmplnated in any of the 
proposed programs. 

Accident and Health insurance can be securcd on a bettor 
basis from private companics than is contomplatcd in any of the proe 
posed programs. 

These provisions sre matters of fact and I anticipate 
criticism by asking two qu stions, Can the workers as a wholo 
afford thom? Will they do so? 

My answer is "ycs" to both. As I shall domonstrate many 
of the workers can now afford them. Certainly minimum insurance 
requiroments constitute a vital clement of a minimum budget, and 
should be a part of a living wage. Tho same force, constructive 
insurance salesmanship, that has developed the business to a position 
whcre it commands respect and cvon invites attack becnuse of its 
success, can sell thom. If the constructive and cffcctive cconomic 
function of tho insurance snlesman is recognized, if ridicule and 
criticism is replaced by apprucintion, rgonts will bo able to do 
a bettcr job than they h:ve done. The United States govornment 
tricd sclling insursnce at 2 cost basis without sgents, and lapses 
wore so genorsl that advocntes of the government as an insuror 
make no reference to the great experiment of war risk insuranco. 

The state of Massxchusctts permitted savings bank life insuranco 
and despite a tromendous cost differcntinl pcople bought vory 
little but ngents by persussion inerensed the volume of life insur- 
ance in Masscchuscts many tines. 

This is peculisrly an .se of figures. One authority tclls 
us "that 85% of income roccivers in the United States have an ine 
come of less than $2000, which is an income felling far short of any 
of the health and decency standards." Anothor puts this minimum 
standard at $4500, and yet you know and I know many mon who are 
raising familics decently on much less than this and taking caro of 
the future as well. Tho expense of distribution, the acquisition 
cost of insurance, is critiscd. I hve sometimes fclt that if this 
could be raiscd to a par with that for radios, tobacco or cosmetics 
perhaps we covld do a better merchandising job and by 2 widor dis- 
tribution of insurance effect bettcr mortality and loss oxpcricnce 
and r duce the nct cost. 

Although as a nation we possess 80% of the total life in- 
surance in the whole world snd our industrisl insurance clone cx- 
ceeds by several million all life insurance in f=reo in both 
Germany and the United Kingdom, we sre pikers compsred to our own 


possibilitics. 
During 2 depression we can spend one billion five hund- 


red million for moving pictures in © ycar, and a billion sevonty 
one million in 1933 for cigars, cigarott’s and tobacco. You know 
that the sixty five million who attcnd moving pictures each week 
are not recruited lnrgely from the higher income groups. Tho 
mythical 2% who own the nation while they my smoke tho four bill- 
ion cigars, can't gct away with 109 billion cigarectts in addition, 
Against these billion figures contrast the 167 million dollars of 
premiums for accident and health insurance. 


Let's tackle this selling problem. To make aur problem a 
real one we will pick an individual whose occuprtional rato is high, 
for instance 2 common lsborer in an automobilo factory. Fifty cents 
a week will provide him with an accident p-licy that wiil p-y $250 
for accidental death, $10 wockly for a disabling injury, and if he 
is disablod permancntly $10 2 wock as long as he lives. In addi- 
tion he will reccive $5 per week toward hospital expense up to a 
total of $100. He can have $1000 policy of life insurance in a 
perticipating company. If ho is twonty ycars old, this will add 
approximately 35 ccnts to his weekly expenditure, He can secure an 
annuity of $10 . month boginning at tho .go of sixty five at a 
woeckly cost of 26 conts. This makcs a total wockly cost of $1.11 
or 16 conts 2 day == the price of - pack of cigarcttcs and a nows- 
p’per. The total for the samc form of protection for a man o 
thirty would be $1.46 a wock or about 21 conts a day. 

The necds for protcction sgainst the uncertainties of life 
are granted and no group is more cwsre of thom than the insurance 
workers. It scoms a part of wisdom to build on oxisting foundations 
that have proved their strongth. Such a plan lacks porhaps the 
romantic cloment of roform. 

Misundeorstanding and half truths are the real focs of 
social progress. It has been charged that the opponents of social 
insurance are the seme intercsts that opposed Workmen's Compensatbn 
insurance and that delayed the enactment of laws through constitu- 

‘' donal objections. There never was any constitutional objection to 
Workmen's Compensation insurance. Insurance nevor was a constitu- 
tional issuc. Whrt was apnosed was the idea of compensation 
rogardless of fault. 

The real issue today is between compulsion with its consc- 
quent state operation and persuasion under private initiative. The 
individual risk since it involves a mattcr of duty is really a moral 
problem. Compulsion in private morals docs not seom to work, Wo 
have just repealcd such an cxpcrimont. 

The qucst for sccurity would scom to be the overpowcring 
aims of an insurance worker. But I rathcr think of insurancoc as tho 
orderly consolidation of risks, not that we may get sccurity but 
may press on to new dventurcs, mapping out our course in our own 
way, relying on our own courage and abilitics. We hear much agita- 
tion that this must be providcd and thxt must be provided. Tho 
government must sco that none go hungry, or without clothes. Each 
family shall be given a home. Play and rclaxation shall be supplicd 
to all. Lest we forgct, it is wcll to turn back the pages of history. 
Turn back four hundred years and we find a n«tion of twenty million 
people, highly civilized, snd very sccurc. Tho govermnent provided 

that no one should be without food or house or work or wife or 
play, and then a little band of one hundred and fifty Spaniards came 
over the mountain passes and the conqucst of Poru bocame a his- 
torical incident. 

Social measures, cconomie mcasurcs, should be considcrod 
without prejudice, without passion. Our decision should be based 
upon logical dcmanstration. And yot thore is something that will 
not be limited to logic alone. Porhaps it is best cxpressed in the 
words of the charactor of Lafayctto in tho play "Valloy Forgo", 
who says, "In Europe we hve twenty kings and I have scen thom 
debauched and caten up with rottenness. But hore in America cvery 
man looks you straight in the oyo, every man is a King." True 
insurance contributes to this spirit but patornalism destroys it. 
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Experience in Disability Incom Insurance 
by 


Harry W. Dingman 


The experience in disability income insurance is remindful of the farmer man whv was 
complaining about his wife being so extravagant. Someone asked him why he married 


her. "Gosh," he said "I guess I didn't know when I was well off. But she did look 


real nice to me, and I chased her and I chased her till finally she caught me." So 


also the life companies chased the disability delusion until finally it got them. 


Life insurence companies in the United States received approximately 81 million 
dollars for disability protection in 1931, 80 million in 1932, 72 million in 1933, 
The pay-out for indemnities was 62 million in 1931, 80 million in 1932, and 90 
million in 1933. The figures suggest the magnitude of the business rather than the 
losses. The companies took 56 million dollars out of surplus in 1931 in preparation 


for future losses, 70 million in 1932, 68 million in 1933. 


That, briefly, is the experience. Expensive. If an individual is unable to afford 
any certain activity, he quits it, if he is wise. So also a company. Most companies 
have declined to continue writing at a loss, Two vary natural questions arise: why 


the loss? and what of the future? 


Why? 


Apparently we offered too much coverage for too little money. Apparently what we 
sold as disability protection was bought by some policyholders for pensions and un- 
employment insurance and prevention of disability. Apparently we overstressed the 


statistical phase of past experience and understressed the human element. A minute 


or two of perspective may not be amiss. 


It was recognition of the disability protection principle that prompted our ancestors 
to give individual and personal aid to the sick and injured of the tribe until they 
became productive units again. It was a later development when groups within the 
tribe agreed to take care of their associates by contributions, or by assessments. 


The thiases of Greece, the collegii of Rome, were the same in principle as the 


guilds of the middle centuries, and the friendly societies and lodges of today. Just 


so long as the help a disabled brother received was from his neighbor, someone he 
kmew, someone who had a friendly interest in him that was not material, he was will- 
ing, he was eager, to get along on the least amount possible. In time of disaster 
he was grateful in acceptance of help to supply his basic needs until he regained 
ability to take care of himself. As a member of a guild or friendly society he 
received on that basis and he gave on that basis. As long as the guild or lodge 
was small this principle governed it. But the larger the organization grew, the 
more impersonal it became, the greedier the claimants, and the higher the losses. 
When A. W. Watson made his masterly study of Manchester Unity lodges during the five 
year period of 1893-97 he found that the cost of sickness was small in small lodges, 
large in large lodges, with a surprisingly regular progression of loss ratios as 
membership increased. Classifying 3581 lodges according as memberships were under 
80, under 150, under 250, under 350, under 500, and over 500, the claim cost advanced 


from 41 to 82% in steps of 41-51-57-66-74-82% respectively. 
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The disability loss ratios of life insurance companies appear to be similarly affec- 
ted by size as drew my comment in 1929 when it was observed that 15 billion-in-force 
companies in the United States were paying out 68% of their disability premium intake 
as indemities whereas the smallest 15 companies who had 100 million dollars in force 
were disbursing 29%. The comparisons have limited value because age of business, 
provisions of coverage and standards of selection have not been uniform, Neverthe- 
less, the conservatism of the smaller companies in being slow to adopt liberal 
provisions and slow to add disability volume, must be considered a major factor for 


lesser losses, Small companies receive less brokerage business, which is the acme 


of impersonalness, end maintain a closer personal contact with the agent who writes 


the business, 


The losses of the last few years are indubitably related to the times in which we 
live. Claim curves rise when business curves drop. In days of depression, if they 
have come to us yet, it is inevitable that many of our millions of policyholders 
should be in financial distress, and some are desperate enough to seek help anywhere, 
even from their disability contracts. The disability business has a full time job 

in taking care of its legitimate cripples without adding financial cripples and 
fakers to its load. Yet that is what is happening. The loss of earnings from un- 
employment is just as great as from disability and if loss of work can be made to 
classify as loss of ability to work, then a disability contract becomes endowed with 
functions that were neither intended nor paid for. The older the policyholder, the 
greater this hazard becomes. He approaches the time of life that should be protected 
by old age unemployment insurance, what is ordinarily called pension. Once he gets 
on the indemity payroll he stoutly resists the idea of returning to work when there 
is no work to return to. He knows all the symptoms and he recites them devoutly and 
earnestly with comparatively few errors. If he has any objective evidence whatsoever 


it becomes an excellent peg on which to hang his subjective insistences. 
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Another perversion of disability coverage is the use of it for prophylaxis when the 
individual fears he may become ill. If he has over-worked, he needs a vacation. If 
he is over-tired, he needs a rest. If he is overly apprehensive, he needs relaxation. 
But none of these words -- vacation, rest, relaxation -- is a synonym for disability. 
Just because he might become sick if -- is no reason to expect indemnity. Coronary 
disease is an outstanding illustration. The individual becomes terrified when he 

has an attack. In most instances he can continue vocationally on a lower energy 
plane. And should. And does -- unless he has a disability contract. Then he seeks 


indemity in hope he can head off the next attack, depriving himself of the pride and 


satisfaction of maintaining economic independence on a 75% energy basis if not 100%. 


These abuses are in the minority. Most of our clients are conmmendably fair-minded. 
But the minority group have made the fair-minded pay higher and higher rates for 
more and more restricted coverage until finally the applicant of today, whether fair- 
minded or not, is denied opportunity to buy. Nor are the companies entirely without 
fault. Too much reliance has been put on statistics and too little study on the 
human element. Despite the many experiences that have been recorded, disability 
discussions have never reached the literature with anything like the clarity and 
comprehensiveness of life insurance experience. The basic principles of disability 
have attracted less time and thought by students of the subject than isolated phases 
of life insurance. Why this should be so is not easy to say. The probable reason 
is that life insurance problems permit solutions that approach precision, whereas 
disability problems are less tangible. But regardless of reason, the fact remains 
that past experience has not been interpreted to present day advantage. The math- 


ematical factors were better analyzed than the psychological. 
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The future. 


What then of the future? Disability insurance will be written again. A 72 million 
dollar premium account by life insurance companies in 1935 indieates the demand for 
it. A 90 million dollar disbursement for disability indicates the need for it. 
Abuses though there are, most of the claim money that is paid is bona fide, A great 
good has been done and remains to be done. Loss of earning power is a tragedy whether 


caused by disablement or death. The need is undoubted and need encourages supply. 


But are the companies ready to assume a liability in return for any premium that can 


now be computed? The answer is no. The majority of life companies have retired fran 
the disability field, and most of the non-cancellable accident and health companies 
have done likewise. What then are the conditions that would make companies willing 
to assume this liability again? We wish we knew. We have a thought or two, and 


perhaps another two. 


One. = Interpret past experience in broader perspective. Qualify the applicant 


physically - morally - financially, as always, and dig deeper into the psychological.’ 


It cannot be done? Then it cannot be written. But perhaps it can be written if we 


make the applicant a partner with us so he loses if we lose, and we gain if he gains. 


Physical selection factors are reasonably well known. Tuberculosis in the younger 
ages. Degenerative ailments in the older. Nervous troubles in the thin. Gall 
bladder disease in the fat. We must weigh these predispositions with awareness that 
health standards are changing. We approach a vocational time unit of five hours a 
day, twenty days a month, ten months a year. In leisure and well-being we demand 
more for ourselves and lesser variation from the health norm leads us to accept the 


disability idea. 


Moral qualification resolves itself to the Golden Rule. Does he respect the rights of 
others? Does he have a lower ethical standard for corporations than for individuals? 
Many persons do. Commercial reporting companies are doing a surprisingly dependable 


job in ascertaining how the individual conducts himself at home, at work, and at play. 
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Financial ‘personal history must differentiate definitely between earned income and in- 


vested income. An independent investment income makes earnings relatively unimport- 
ant. Disability coverage is for earned income only, and for qarned income only if 
the individual is truly dependent upon it. The individual's economic picture of the 
future must be judged with thought like this in mind. If he is low in what is called 
the will to work, he is dangerous as a disability risk. If he does not enjoy working, 
he is a ready acceptor of the disability idea. The kind of work he does may be a 
clue. Consultants and executives in established lines have an upward curve of 
earnings: ambition is strong with them. Routine workers have a level plane: 
ambition becomes slowly throttled. Manual workers face a downward pitch after middle 
age with inevitable disappointments: the will to work becomes very slim if even 4@ 
dole can be collected: ask England. Speeulatars in oil and grain and stocks and 
theaters tread the heights and clog the depths; coverage must be granted on the 
basis of long time averages rather than sporadic peaks. Occupation meens considerahle 


in determining the type of an individual and his will to work. 


Psychological appraisal may seem to be impracticable in insurance. Determining the 
attitudes and inclinations of an individual is always inconclusive. Constantly he is 
changing. He does not stay put. One very practical question to ask and answer is how 
he regards his job. The basic urge to wrk is a matter of self-preservation. We pre- 
fer not to work, but having a healthy desire to eat and be clothed and sheltered, we 
inhibit iin Wile’ laziness. Once our material needs are satisfied it becomes our 
choice to stop working and accept the Oriental philosophy of enjoying things as are, 
or continue working and get the fun of accomplishment and competition. Sickness takes 
the joy from the job. We lose incentive. We lose our competitive spirit and the pride 
we have in keeping up with the procession. We have an excuse, We call it a reason. 
If it is only an alibi, we may need help from outside of us to put us back in the fray 
So we can resume our vocation with zest. The will to work is so vital a factor in the 
economic progress of the individual, the family, and the nation, that it should be en- 


pouraged at all proper costs. In disability insurance the answer appears to be co- 


ansurance. 
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Two. + Co-insuré with the applicant. Make hima 50-50 partner with the company so it 


is to mutual advantage that he clings to the will to wrk. If he is a $5000 a year 
earner, he should be asked to accept $2500 of the hazard, the companies, individually 
or severally, accepting the other $2500. In which event the co-insurance principle 
should be formulated into a contractual provision that prepares for pro-ration if the 
50-50 ratio is exceeded. It may be desirable to exempt the first six months from co- 
insurance because medical and hospital expenses of injury and illness are heaviest in 
that period. If so the contract should be clear on that point. The co-insurance 
principle is akin to the earliest disability protection of fraternalism in supplying 
relief for the necessities of life without robbing the individual of his rightful 


ambition and will to work. 


Three. = Restrict indemnities in amount as well as in ratio so as to avoid luxury 
lines. Immediate objection may be made that a necessity amount is relative, that a 
$25,000 a year man cannot adjust himself to a mere $1000 a month, and any lower figure 
is inadequate. Inadequate for his luxuries it may be, but no starving is done on $250, 
a month, and that is the amount suggested as a top indemity quota beyond which a 
company will not participate: $200 may be a preferable figure; perhaps $3500 is 
better. Whatever the amount let the contract so specify. Loss ratios increase in 
direct ratio to indemnities. It seems hardly necessary to cite experience. One will 
suffice, the 1921 data of 16 accident and health companies with almost 6 million 
dollars of earned prenium, The losses mounted from 40 to 53 to 57 to 78 to 94% ace 
cording as weekly indemities were under $15, were $15-25, were $25-50, were $50-100, 


and were $100 and over. 


Four. - Impose a stop-loss. Pay out the face of the policy at the rate of 1% a month. 
In cases of undoubted invalidity, 5% might be made permissive. Limited liability is 
an accepted principle in other lines of insurance. A $10,000 disability policy is 
just as logical as a $10,000 life policy. If the former is inadequate because the 
individual lives too long, so may the ‘letter be inadequate if the widow lives too long. 
Meanwhile each has done a great good, a much greater good than none at all, and today 


we are selling no disability at all, or almost none. 
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Conclusion, 


It may be observed that scant mention is made of premium rates. The omission ig not 


unintentional. In 110 years since the first large disability experience was 
published, many and many are the sets of rates that have been computed. Yet each 
successive experience has proved their inadequacy, Obviously the answer is not in 


rates. We may do better if we seek the solution to the disability problem in co- 


insurance of conservative amounts with a stop-loss. 
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THE CONDITION OF THE WORKMEN'S COMPENSATION BUSINESS 


An address by William Leslie, Associate General Manager, 
National Bureau of Casualty and Surety Underwriters, 


An appraisal of the condition of the workmen's compensation business involves a degree 

of speculation because of potentialities that may work out either favorably or unfavorably, 
In the humble judgment of the speaker, the outlook for the future is hopeful and there is 
legitimate ground for believing that the completion of programs now under way will restore 
the compensation insurance business to a reasonably satisfactory basis. But before drawing 
conclusions too hastily, let us review the record and study the facts. 


In the first place, the past record of the business has been exceedingly bad. The under- 
writing losses have been staggering, averaging for stock insurance carriers approximately 
12% cf premiums for each year since 1922 and aggregating well over 150 million dollars. 

But the appalling magnitude and unfailing regularity of these losses mean less in 
estimating the present condition of the business than do the underlying causes responsible 
for such results. In an article prepared by the speaker for the insurance volume of the 
Annals of the American Academy of Political and Social Science, published in May, 1932, 
these underlying causes were analyzed in some detail. It seems sufficient therefore merely 


to touch upon them briefly in this paper. 


In the article referred to, it was pointed out that in the development of workmen's 
compensation, the insurance carriers, in a sense, have been caught between the upper and 
the nether millstones. As a form of social insurance designed to compensate for injuries 
or death properly chargeable to industry, it has been wholly right, as well as ineviteble, 
that laws should be interpreted liberally and that the claims of beneficiaries under the 
laws should be viewed sympathetically by the adjudicating bodies. On the other hand, it 
has been equally inevitable that industry, which has to absorb as part of overhead expense 
the cost of providing this compensation, should resist increases required in the insurance 
rates because of the expanding cost of compensation. 


Rating laws which were originally enacted for the sole purpose of protecting insurance 
company solvency by guarding against the use of inadequate rates, very shortly acquired 
the additional purpose of guaranteeing to the insuring public that the rates charged would 
be reasonable, The development of a ratemaking procedure which would be satisfactory to 
the state authorities and which would at the same time produce adequate rates for the 
carriers, has been the consistent objective of casualty actuaries during the past fifteen 
years. A great many variations in retemaking procedure have been tried out during this 
period. The fact that they have been abandoned because of their failure to produce 
satisfactory results, is sufficient warning not to be over-hasty in endorsing, without 
reservation, any ratemaking method as being certain to produce proper results over @ parees 
of years and under varying economic and social conditions. 


The principal element that has made it difficult to arrive at a method of establishing 
rate levels that would be adequate and that at the same time would meet with the approval 
of supervising authorities, has been the steadily rising cost of compensation insurance. 


Medical costs and indemnity costs have both increased substantially. Any ratemaking 
method which utilizes the experience of the past but which fails to make proper 

allowance for the effect of the rising cost trend, is bound to yield inadequate rates 
and to cause underwriting losses over a period of years. But at the same time, it has 
been very difficult to find a method of developing a trend factor which would be accepted 
by the supervising authorities as calculated to produce reasonable as well as adequate 


rates. 


In 1923 and 1924, it was thought that the major element in the problem was that of wage 
levels. Accordingly, the attempt was made to convert the experience of the past to the 
current wage level by modifying both payrolls and losses for the assumed changes that had 
taken place in the average level of wages. The so-called wage factors involved in this 
procedure were a constant source of dispute between rating organizations and employers’ 
associations. Nothing could be demonstrated or proved conclusively respecting the 
comparative levels of wages. The result was inevitable. The supervising authorities, 
confused by the conflicting evidence, were reluctant to approve the rates requested by the 


carriers. 


In 1925, as the result of an intensive study, and with due regard for the views expressed 
by organizations of employers and by supervising authorities in connection with hearings 

on compensation rates, a ratemaking program was developed and proposed for use on what was 
inadvertently labelled a "permanent" basis. The program provided that rate levels should 
be determined annually from the experience of the three latest completed policy years 
available. The indemnity portion of the rates would be keyed to the level of the indemity 
loss ratio for the three policy years; the medical portion of the rates would be keyed to 
the medical loss ratio of the single latest policy year. The underlying theory wes that a 
moving average of the past experience would produce in the long mm and on the average an 
adequate system of rates. By eliminating all conjectural factors, disputes or differences 
of opinion would be minimized, and the supervising authorities would be inclined to approve 
the resulting rates. 


This procedure was used consistently by the companies until 1931, when it became clearly 
evident that the normal rise in loss trend made it impossibke for the companies to continue 
on this basis. The first modification of the formla was simply te project the medical 
loss ratio and thus include in the rate structure the equivalent of a factor for 
anticipated further increase in medical cost. But this was not sufficient to give relief 
to the carriers in the emergency brought about by the effects of the depression upan all 
phases of compensation cost. Wage levels had been reduced and employment curtailed, both 
tending to materially reduce compensation premium volume, On the other hand, losses were 
not reduced proportionately. It was during this period that a whole flood of old, settled 
cases came back upon the carriers for new awards, and the reopened case problem was seen 
for the first time in its truly serious light. In addition, employees made claims for 
injuries, imagined or real, which in normal times they would never have considered 
presenting. When a man is out of work and cannot get a job, it is perfectly natural that 
he should try to hang on to compensation benefits as long as possible, or should try to 
get on the compensation roll by pressing anything that has the semblance of being a 
possible basis of securing compensation. Although the payments in such cases are in 
reality unemployment benefits, the insurance carriers have been obliged to make them out 
of funds derived from rates that never contemplated nor anticipated any such extension of 
the compensation system. Another serious development was the increase in claims for 
occupational disease, particularly those of the slow, progressive type, such as silicosis. 
In certain states where such diseases are not compensable, a whole flood of damage suits 
was started through the activities of ambulance chasing lawyers. The resylting "racket" 
has not only been costly to insurance carriers but it has raised in an alarming fashion 
the major unsolved problem of the compensation business. 


As a result of these causes, an emergency increase was made in compensation rates during 
the second half of 1931, the principal features of the ratemaking procedure being: 


1. The use of the single latest policy year for determining the 
indemnity level. 


2. The projection of the medical level forward to the year in 
which the rates were to be effective. 


3. The inclusion of a contingency loading of 2.5%. 


Although this increase was of some benefit, the stock carriers felt that an emergency 
factor should be included to offset the effect of reduced wage levels, and asserted that 
the use of the latest policy year for indemnity level, the projection of medical and the 
contingency loading, would do no more than take care of the increasing cost elements found 
on the "loss" side of the equation. They felt that a definite wage factor was necessary to 
take care of the decrease on the "premium" side of the equation resulting from reduced wage 
levels. There is no point to reviewing in any detail the difference of opinion which 
developed between the stock and mtual companies on this item except to say that, as usual, 
where the carriers themselves cannot agree, there is little hope to expect that state 
authorities will approve the higher of the two sets of rates that are being advocated. The 
general dissatisfaction of the results experienced in 1932, coupled with the feeling that a 
better ratemaking procedure could be developed, led to the study throughout the year 1933 of 


@ revised method of making compensation rates. 


In June, 1933, the Compensation Committee of the Insurance Commissioners' Convention 
appointed a Subcommittee to review the compensation situation and to make recommendations 
to the full Committee at its next meeting. The Subcommittee consisted of the following: 


Superintendent Van Schaick of New York 
Insurance Commissioner Brown of Minnesota 
Insurance Commissioner Brown of Massachusetts 
Insurance Commissioner Gough of New Jersey 
Insurance Commissioner McClain of Indiana. 


This Committee held a public hearing in New York in July, and during the discussion of 
various aspects of the compensation problem, pointed out that the carriers should not limit 
their study to the matter of rates alone but should consider ways and means of improving the 
loss experience and promoting economies wherever possible in administering and servicing the 
business. Accordingly, the stock companies in their study approached the matter from the 
broad viewpoint outlined by the supervising authorities. A special committee composed of | 
the chief executives of eight companies assumed the responsibility of developing a 
comprehensive program for presentation to the Subcommittee of the Insurance Commissioners' 
Convention. Various subordinate committees were appointed to investigate and' study such 
subjects as claim administration, medical and hospital problems, payroll] auditing, and 
actuarial matters. In addition, the preliminary findings were reviewed in joint meetings 
with committees representing the follow organizations: 


National Association of Insurance Agents 
National Association of Casualty and Surety Agents 
National Association of Insurance Brokers 


The final program which came out of these conferences had the unanimous support not only 
of the company executives, but also of the representatives of the field forces of ‘the 


companies. 


While this investigation was being carried on by the National Bureau, other independent 
investigations were under way in the National Council on Compensation Insurance and in the 
New York Compensation Rating Board. The final result was the adoption by the National 
Council of a revised ratemaking program which was submitted to the Insurance Commissioners’ 
Subcommittee in Jume, 1934. The National Council program had the backing of all classes 
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of carriers-—-svock, mutual, reciprocal, and competitive state fund-—and, in substance, 
conformed to the program agreed upon between the stock companies and the representatives 
of the agents’ and brokers' associations. However, there was one item in the stock 
company program that was not accepted by the National Council and that was presented as 

a separate, supplementary feature to the Insurance Commissioners' Subcommittee. This 
supplementary item was known as the "joint contribution plan" and contemplated that in any 
required increase in rate level, no additional allowance should be made for acquisition or 
general administration expense. This submission was made on behalf not only of the stock 
companies, but also of the agents and brokers. However, at a subsequent hearing before the 
Subcommittee of the Convention, the brokers indicated they were not in favor of this 
feature and preferred to have the National Council program endorsed without charge. 


After a hearing and consideration of briefs filed in support of the various features of the 
proposed program, the Subcommittee adopted a resolution endorsing the ratemaking procedure 
proposed by the National Council without any modification. Subsequently, at the recent 
meeting of the Insurance Commissioners’ Convention in St. Petersburg, Florida, the report 
of the Subcommittee was accepted by the full Compensation Committee and in turn by the full 
Convention. The resolution adopted by the Convention reads as follows: 


"Whereas, workmen's compensation insurance has for a number of years 
produced a substantial net deficiency to insurers; and 


Whereas, the continuation of such losses would result in the 
reduction of security underlying contracts issued by such insurers; 


and 


Whereas, extended study of the problems involved in workmen's 
compensation business leads to the conclusion that the following 
recommendations may offer a solution: 


Be it resolved that:- 


1. The general rate level shall be based upon the two latest available 
policy years of experience, provided, however, that if the premium 
volume for the two latest policy years combined is less than $1,500,000, 

an additional policy year of experience shall be introduced; such 
experience to be developed to an ultimate basis im accordance with the 
Standard Procedure. 


2. Inu accordance with the principle that rates shall be adequate and 
reasonable to meet all losses over a period of years, rates as 
finally calculated shall contain a basic contingency loading of 2.5 

points which shall vary according to the following conditions: 


(a) Beginning with calendar year 1933 and including all 
subsequent calendar years, a record shall be kept of 
the accumulated profit or loss resulting from a realized 
loss ratio less than or greater than permissible. 


The basic contingency loading of 2.5 points shall vary 
(rounded to the nearest 1/2 point) with the accumlated 
profit or loss thus determined from a minimum of zero when 
the accumlated profit is equal to a 2.5% of the earned 
premium of the latest calendar year, to a maximum of 5.0 
points when the accumulated loss is equal to 2.5% or more 
of the earned premium of the latest calendar year. 


It is expected that the accumulation shall ‘not continue 
indefinitely and that it shall be terminated as to old 
balances after a reasonable period viz., 5 years. 


3. The National Council on Compensation Insurance shall collect data 
to determine the warrant for use of loss constants and where warranted 
shall proceed with the calculation of such constants. 


4. There shall be no change in the status of expense constants at the 
present time. 


Further resolved that, the National Council on Compensation Insurance, the 
National Bureau of Casualty and Surety Underwriters and other rating 
organizations be urged to make representative test checks of payroll audits 
and classification assignments for the purpose of disclosing and correcting 
any defects in the audit and classification system and report thereon to 
the Compensation Committee of the Convention and the respective state 
authorities. Companies shall be urged to carefully study the efficacy of 
their audit system. 


Further resolved that, the compensation carriers be urged to engage the 
services of competent physicians and surgeons to review the quality of 
medical treatment afforded and determine whether proper and necessary 
treatments are furnished by qualified doctors and ali improper and unnecessary 
treatment eliminated along with any overcharges for treatment; the carriers 
and their organizations shall be urged to inquire into the source of possible 
waste in the expenses incurred for medical treatment. The National Council 
shall be urged to draft appropriate statistical calls, which should disclose 
any excessive average and unit costs of medical treatment and to report thereon 
to the Compensation Committee of the Convention. Carriers shall be urged to 
continue the study of panel systems of doctors under the supervision of the 
National Council and the National Bureau. 


Further resolved that, the Conference on Acquisition and Field Supervision 
Cost for Casualty Insurance be requested to analyze the Casualty Experience 
Exhibits of all companies and report to the Compensation Committee of the 
Convention relative to the payment or allowance by any company of acquisition 
and field supervision cost exceeding 17.5%. 


Further resolved that, the National Bureau of Casualty and Surety Underwriters 
_ be requested to amalyze the Casualty Experience Exhibits of all companies and 
report to the Compensation Committee of the Convention relative to the 
expenditure by any company for all expenses on workmen's compensation in- 
surance of in excess of the 40% normal loading for expenses and to report 
thereon to the Compensation Committee of the Convention." 


Items one and two of the foregoing resolution deal with the determination of rate level 
and contemplate an annual revision of rates for each state. The rate level formula is 
very simple to apply and easy to understand. It eliminates speculative factors, which 
have always caused difficulty in the presentation of proposed rates to state authorities, 
and substitutes a single contingency factor which is automatically adjusted on a definite 
basis to conform to the requirements of adequacy and reasonableness, The use of the 
actual calendar year underwriting results in determining the contingency factor brings. 
into the result the very latest developments both as to additional »remiums and as to 
reopened cases. The application of this formla from year to year -hould give assurance 
on the one hand to the carriers as to rate adequacy, and on the other hand to oa 
as to the reasonableness of rates. 


Item three of the resolution recognizes the principle of employing loss constants wherever 
warranted by the experience. In reality, the use of loss constants is not a new principle 
in compensation ratemaking. It was recognized as far back as 1928, but the introduction 
of loss constants was confined to New York and Massachusetts as those were the only two - 
states which at that time demonstrated a sufficient spread in loss ratio between risks 


not subject to experience rating and those subject to such rating to require the 
equalizing influence of loss constants. Since that time, new evidence has become 
available both through the unit statistical plans employed in some states and through 
comparison of experience rating data with aggregate Schedule Z experience in others. 
The new evidence indicates the necessity of extending the application of loss constants 
to additional states and as a part of such extension, recognition is given to the 
propriety of substituting a unit statistical plan for Schedule Z in order to obtain 
accurately the data that will be required for future adjustment of the loss constants. 


It is the practice to determine manual rates from the classified experience of all risks. 
Where the experience of risks subject to experience rating is better than the average 

for all risks, the manual rates are too high for the subject group. Conversely they are 
too low for the non-experience rated group. The application of the experience rating 

plan has a tendency to correct the overcharge on the subject risks because the experience 
for that group, being better than the average, there will be produced an excess of credits 
over chargea. But unless this credit off-balance is corrected in some way, the required 
over-all manual rate level is not reproduced. To balance the experience rating plan 
within itself by arbitrary factors, places an unwarranted burden on the subject risks and 
permits the group of non-subject risks to obtain insurance at less than cost. To balance 
the experience rating plan by a loading in the manual rates, ths increasing the rate level 
for non-subject risks, is a reasonable procedure where the difference in loss ratio between 
the two groups of risks is relatively small and not apparently significant. It is 
unsatisfactory where the difference in loss ratio is substantial because it still loads 
part of the off-balance on the subject risks and still leaves the non--subject risks on an 
inadequate rate level basis. Under such a condition, loss constants are necessary to 


place the non-subject risks on an adequate rate basis. 


Preceding the adoption of the principle of loss constants in 1928, it had been suggested 
that two distinct rate levels be established, ome for non--subject risks and the other for 
subject risks. Upon investigation by a committee appointed by the then Superintendent of 
Insurance of New York, it was unanimously recommended by the committee that the equalization 
of loss ratios between the two groups be accomplished in part through loss constants, 
determined separately for Contracting, Manufacturing, and All Other risks, and, in part, 
through a compensating loading in the rates for the continuance of an unbalenced experience 
rating plan. This method of treatment recognizes that the differential in loss ratio 
between the two groups of risks is a function of risk size and that the combination of a 
loss constant plus a percentage loading paatnene: 4 the most equitable gradation of rates by 


risk size within the respective groups. 


The endorsement which the Insurance Commissioners! Convention has given to the extension 
of the loss constant principle is particularly important to stock insurance carriers 
because of the impossible burden under which they have been laboring in atpempting to give 
coverage to the smaller risks at wholly inadequate rates. A very large proportion of the 
small risks seek coverage in stock insurance. Approximately 94% of all risks insured by 
stock companies have an annual premium of less than five hundred dollars, and such risks 
represent nearly 35% of the entire stock company premium volume. Due to the presence of 
so many small risks, the average stock company premium in calendar year 1933 was only 
$142.00 per policy. 


Item number four represents a compromise which was effected between the stock and mutual 
companies during the development of this program in the National Council. Stock companies 
have for a long time supported the principle of charging expenses on the basis of ea flat 
amount per policy, plus a percentage of the premium. The flat amount per policy is what 
is known as an expense constant. Expense constants are now in use in twenty-six states, 
and in the program proposed by the stock companies and their producers, it was advocated 
that such constants be introduced in the remaining states. The mtual companies are opposed 
to the use of expense constants and in order to avoid the reopening of this controversial 
issue, which might endanger agreement upon matters of greater importance, both sides joined 
in the recommendation that there be no change in the status of expense constants at the 
present time. 
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The additional unnumbered items in the resolution adopted by the Insurance Commissioners! 
Convention relate to the test checking of payroll audits, the inspection of risks for 
classification purposes, the supervision of medical treatment, including continued study 
of the panel system for furnishing medical attention, the investigation of allowances for 
total production cost in excess of the standard 17.5%, and, finally, the investigation of 
expenditures for all items of expense in excess of the standard 40%. 


These subjects were all treated in the brief filed with the Insurance Commissioners' Sub- 
_ committee by the stock companies, as they had constituted an important part of the study 
that had been made by various technical committees working under the direction of the 
Special Committee of company executives. The Convention, by the adoption of this 
resolution, has recognized the desirability of carrying these investigations further, 
with particular reference to certain points which the studies already made have indicated 
to be the most important. In order to carry out the recommendations of the Convention, 
the National Bureau has referred these items to appropriate committees for further study 
and consideration. Some of these committees, such as one composed of chief payroll 
auditors, and another composed of chief accountants or comptrollers, have been specially 
created for this specific purpose. Others, like our Medical Directors’ Committee and a 
Compensation Committee of the Acquisition Cost Conference, were already in existence. In 
fact, the various problems relating to medical treatment have been constantly before the 
Medical Directors’ Committee for a long time and reference of the Convention's suggestions 
to that Committee merely lend added emphasis to the importance of the work which that — 


Committee is doing. 


Optimism respecting the immediate future of the compensation business rests very largely 
upon the belief that rates developed in accordance with the pyogram endorsed by the 
Insurance Commissioners’ Convention will receive the approval of individual state 
authorities when filed. It is further believed that such rates, accompanied by proper 
loss constants, will yield over a period of years adequate amounts with which to meet 
medical and indemnity losses. The self-adjusting contingency loading is deemed sufficient 
to take care of the underlying rising cost trend. The readjustments of rate level which 
have been made during the past four years, have brought the rate structure into harmony 
with existing wage levels and every etep forward in the improvement of business conditions 
should tend to lighten the abnormal burden which unemployment has thrust upon compensation 


insurance carriers. 


The two major questions which call for conservatism in predicting the outlook for 
compensation insurance are, one, the extent to which individual state authorities will 
accept and approve rates based upon the recommended procedure, and, second, the extent 
to which occupational diseases, particularly of the slow developing type, like silicosis, 
will affect future compensation costs. On the first question, I have strong faith in the 
desire of supervising authorities to deal fairly with both carriers and the public, and 
the new ratemaking procedure gives them the means of so doing without requiring them to 
decide controversial items such as wage factors and medical projection factors, which in 
the past have often placed the supervising authorities in a very difficult position. 


So far as the second question is concerned, there is not only room but grave need for 
serious concern. The hope for a normal development in occupational disease costs lies in 
recognizing the necessity of providing compensation for such diseases by means of 
separate legislation which takes into account the distinctive character of the problems 
involved. In principle it is just as proper to compensete for occupational diseases as 
it is for industrial accidents, provided it is dome on a basis which permits a proper 
determination of the true facts in the case, and which does not create a prohibitive cost, 
particularly as respects the accumulated liability for diseases of the slow, progressive 
type. The Association of Casualty and Surety Executives has a standing Committee dealing 
with this subject, and it is cooperating with those in the verious states who are 
interested in providing compensation for occupational diseases under reasonable safeguards 
that will protect the interests of employees, employers, and insurance carriers. 


The successful handling ef workmen's compensation insurance as a business requires a 
constructive attitude on the part of the carriers and a cooperative attitude on the 

part of employers. The unfortumate experience of the past has made the executives of 
stock casualty companies unwilling to accept at face value mere predictions that the 
path is now clear and everything in the future is going to be rosy. They are like the 
gentleman from Misgount, they want to be shown. Naturally they joint in the hope that 
things are going to be brighter, compensationwise, but their present conservatism in 

the acceptance of business will not change appreciably wtil the red figures which have 
been showing up each year in their anmual statements in connection with compensation, are 
changed to the biack. Despite this natural business caution, there are many practical 
minded executives who share with the speaker the belief that the condition of the workmen's 
compensation business is improving and the outlook for the future hopeful. 
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